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Abstract 

Nowadays, China is one of the most focused countries in the world since it has a very high 
potential to overwhelm the world market. As a result, we can find lots of articles and dis-
cussion about the activities of internationalization and relocation of many international 
firms (both MNEs and SMEs) in China. Those firms moved to China in order to either 
serve the huge Chinese domestic market or enjoy the cheap production costs to supply the 
global market. However, there is one phenomenon that is not new and seldom has re-
searches discussing about it. This is the fact that there are also a lot of Chinese entrepre-
neurs who moved out of China and located in other countries. In this research, we study 
about some Chinese firms which set up their sales agencies in the sales offices and distribu-
tion clusters in four European countries which are Poland, Spain, Portugal and Italy. We 
focus our study on the internationalization process of those Chinese firms, the rationales 
and factors influencing the location-decision and clustering and the rationales of choosing 
the specific countries in Europe. However, we have our latent objective, which is to stimu-
late more discussion and research on this interesting phenomenon since there are few re-
searches on it. 

In our research, we find that there are similar patterns of internationalization process and 
location-decision of Chinese firms nevertheless the differences in background and types of 
business they have. They have some common rationales to undertake internationalization, 
like to avoid fierce competition in the previous market, or to find new business opportuni-
ties and so on. Most of Chinese firms are still in the initial step of internationalization 
process, and a very common way to fulfil their internationalization is by either the Chinese 
owners immigrating or registering a new firm in the host countries. The help from their 
friends and relatives who are often earlier arrivals in the host countries and the strong con-
nection with the suppliers in China are their competitive advantages. However, they have 
encountered some common problems, such as cultural issues, like language barriers and 
communication problems; lack of knowledge about local market and political issues. For 
localization or the way they choose their locations, we find some common locational fac-
tors, like market size, degree of competition, government policy (mainly on immigration 
policy), connectivity, safety, transaction costs and ethnic contacts. For the last section of 
our study, cluster, we find that the formation of cluster are based mainly on potential bene-
fits of cluster, such as ability to attract more customers(market size), benefits from collabo-
ration and information sharing, availability of specialized services and supporting firms. At 
last, we find a lot of interesting topics for future research. 
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1 Introduction  

1.1 Background 

“A chopstick can easily be snapped, but a dozen is hard to break”-from an old Chi-

nese saying.   

This old Chinese saying explains the reasons why clusters exist. (Overview of the Industrial 
Clusters in China, 2006) Recently, the concept of sales offices and distribution cluster has 
become the focus of regional economic development in China. An article in “China Busi-
ness Information Network” (Anonymous, 1999) describes that there are more than 90,000 
registered wholesale markets and bazaars in the whole nationwide, about 1,000 of them 
each with annual sales in excess of 100 million yuan (US$12.05 million). Goods in those 
markets vary from agricultural products in 1980’s to all kinds of industrial products and 
material/components for production currently. A good example might be the rapid devel-
opment of the wholesale market in Yiwu, a city located in the south of Shanghai, center of 
Zhejiang province. Here is so far the country's biggest wholesale market with annual sales 
report at 20 billion yuan ($2.4 billion) in 2002, which includes export value of USD1.5 
billion. The business area in this cluster possesses over 2.6 million square meters with 
53,000 booths which are divided into 1,502 categories from 34 trades and over 160,000 
persons engaging in business. Daily visitors are beyond 200,000, daily turnover in this clus-
ter is 0.89 billion. It has been leading in national industrial product wholesale markets in 
successive 12 years. Customers find more than 320,000 commodities at very good prices, 
almost include all daily industrial articles such as craftwork, ornament, small hardware, 
daily article, case & bag, rain gear & umbrella, electronic & electrical appliance, toy, cos-
metic, stationery & sports article, hosiery, food, watch & clock, thread & band, knitting 
cotton, textile, tie, garment etc. (China Yiwu International Commodities fairs, 2006) 
The customers meet the manufacturers who are from all over China in their small sales of-
fices where they can see the products and put orders directly. According to the data from 

China Yiwu International Commodities fairs (2006), over 90% of the firms in Yiwu mar-
ket undertake foreign trade business with goods sold to more than 140 countries and re-
gions. Besides this sales offices and distribution cluster in Yiwu, a dozen similar wholesale 
markets with annual sales of more than 10 billion yuan each are established and utilized ac-
tively in the whole country during the recent ten years. (Anonymous, 1999) One of the 
common characters of those wholesale markets is that almost all participants are privately 
owned small-and-medium sized firms. (Ding, 2006) 

Those small and medium-scale enterprises are regional concentrated and involved in similar 
kinds of economic activities. The concentration of similar or related enterprises enhances 
the linkages with suppliers and buyers, as well as constitutes a mixture of cooperation and 
competition that attributes the booming development of the local economies. (Overview of 
the Industrial Clusters in China, 2006) Since the operation of the wholesale market become 
mature and the competitions in the domestic market are more and more fierce, some firms 
began to look for the overseas markets and search new business opportunities. (Li, 2005) 
Over the latest ten years, more and more Chinese firms have been established abroad. 
(Child & Rodrigues, 2006) One of successful examples is the sales offices and distribution 
clusters (wholesale markets) formed mainly by Chinese firms in some foreign markets. 
Bringing the successful experience, start capital and the strong connection with China, 
Chinese firms copied the wholesale market model in the European continent. Several Chi-
nese products wholesale markets have been established in different areas, more projects are 
ongoing in new regions and countries in order to cover the whole European market. De-
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spite the fact that there are a lot of articles about clusters, we do not find many researches 
on those expanding clusters established by Chinese firms in Europe and how those firms 
overcome the barriers and difficulties to enter into the host countries. Therefore, this phe-
nomenon is very interesting to study since Chinese firms usually have different way of 
thinking from that of European or U.S. firms.  

1.2 Problem discussion 

According to Marshall (1920) (cited in McCann, 2001), there are several factors attributes 
to the development of cluster, including technology transfer, knowledge transfer, develop-
ment of specialized and skilled labor pool in related industries, common buyers and suppli-
ers, the benefits of agglomeration economies, and social infrastructure. Porter (1990) at-
tributes cluster development and growth to competition, and focuses on how these key fac-
tors drive competition. However, in spite of success and long heritage, Chinese firms in the 
sales offices and distribution clusters (wholesale market) are not reaching their potential 
performance. These firms suffer from many weaknesses, including lack of the capacity of 
design and innovation, low R&D expenditures, relative ignorance about global consumers, 
and no capability in mergers and acquisitions. (Shenkar, 2005) In many cases the firms are 
surviving only on the basis of low costs of labor. They do not participate in supportive pro-
duction chains involving effective collaboration between firms and service institutions; nei-
ther do they compete on the improvements in product, process, technology, and organiza-
tional functions such as design, logistics, training and marketing in a globalizing economy. 
(Kanamori, Lim & Yang, 2006) Those problems become the obstacles and hinders for 
firms which intend to expand globally or being internationalization. On the other hand, re-
gardless of these failures and disadvantages, Chinese firms tend to believe in the Chinese 
wholesale market model and tend to use it again and again. The emergence of new “Chi-
nese towns” or Chinese distribution centers in Europe continent such as in Spain, Italy, 
Portugal, and Poland etc becomes a trend of entering foreign markets for Chinese compa-
nies. In this thesis we will do a research on this trend by answering these research problems: 
- Why andWhy andWhy andWhy and how Chinese SMEs undertake the intern how Chinese SMEs undertake the intern how Chinese SMEs undertake the intern how Chinese SMEs undertake the internaaaatitititionalization processes?onalization processes?onalization processes?onalization processes? 

In this question, we try to explore the rationales why Chinese SMEs take part in the inter-
nationalization process. Furthermore, we will study the different ways by which Chinese 
firms locate in the host country. In additional, we will discuss what kind of problems Chi-
nese firms encounter during the internationalization process. 

- Why Chinese companies develop Why Chinese companies develop Why Chinese companies develop Why Chinese companies develop salessalessalessales offices and distribution clusters in some  offices and distribution clusters in some  offices and distribution clusters in some  offices and distribution clusters in some 
specific European countries?specific European countries?specific European countries?specific European countries?    

In this question, we explore the reasons why Chinese companies form the sales offices and 
distribution clusters as a common way of penetrating the foreign markets. Additionally, we 
analyze the factors which influence the location decision and the reasons why Chinese firms 
chose some specific European countries as the location of the sales offices and distribution 
clusters.  

1.3 Purpose 

This research focuses on the way how small and medium Chinese companies undertake the 
internationalization process; the factors influencing the location decision when they estab-
lish the sales offices and distribution clusters (wholesale market) and finally, why Chinese 
firms chose to locate in some specific European countries.  
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1.4 Structure of thesis 

This thesis start with the introduction which includes the background of the cluster and the 
problems to study, the purpose of this study, the whole structure of this thesis and delimita-
tion as well in this chapter. 

In chapter 2, theoretical framework, we review and discuss about theories from several lit-
eratures. This chapter aim to discuss more details about what we are studying, and we clas-
sify all theory into three groups which are internationalization, localization and cluster. 
This chapter will be a basis or framework that we will use in empirical and analysis part. 

In chapter 3, methodology, we discuss about the methodology we use in this thesis. This 
chapter is very important because it is about the way we design our research, which signifi-
cantly affects the reliability and validity of this research. We will show some theories about 
research methodology as a background, then rationales for choosing the certain methods 
and techniques will be discusses as well as some issues about reliability and validity of this 
research. 

In chapter 4, empirical findings, we will show the information that we collect from our re-
spondents and the second-hand data. Then this information will be analyzed in chapter 5. 
In chapter 5, we analyze and contrast the empirical findings with theories that we discuss in 
the chapter 3. Then, in chapter 6 we will draw some conclusion for this study and raise 
some interesting issues for future research. 

1.5 Delimitation 

This research mainly aims to study about how some Chinese firms move, relocate and form 
clusters in certain European countries. We define this study within the small-and medium-
sized Chinese enterprises which have moved to some European countries and localized in 
cluster. Since most Chinese companies do not undertake production locally but only per-
form as wholesalers and importers, we define those clusters as sales offices and distribution 
cluster or wholesale market. Considering the limitation of research resources, this research 
is mainly based on ten direct interviews with ten different Chinese firms which located in 
one of the sales offices and distribution clusters in Poland. Together with secondary data 
which we collected from reliable sources, we discuss the motivation of Chinese SMEs’ in-
ternationalization; the different patterns of internationalization and the advantages and dis-
advantages of Chinese SMEs have in the internationalization process. In the localization 
and cluster part, we discuss various kinds of definition about cluster, network and industrial 
district. However, we will not deal with cluster identification, which need a complex tech-
nique like Input-Output analysis. We will not classify group of Chinese firms in this part 
either since those terms have some overlaps and sometimes be considered as substitutable 
terms as we will discuss in theoretical framework (Chapter 3). Moreover, we will not study 
about the influence of those clusters on the host countries. Neither do we study the effects 
on the customer service and logistics activities of those Chinese firms after internationaliza-
tion and re-localization. 
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2 Theoretical framework 

2.1 Choice of literature 

Our purpose for this research is to study about the way by which Chinese firms leave China 
and settle down in the sales offices and distribution cluster in some specific European coun-
tries. We discuss three main topics in our theoretical framework which are internationaliza-
tion, localization and cluster. For the first topic, internationalization, we review lots of arti-
cle and discuss about such as definition of internationalization, some well known models of 
internationalization process, advantages and disadvantages of SMEs to join the internation-
alization, and rationales why Chinese firms take part in the activities of internationalization. 
For the second topic, localization, we discuss about location theories which can show us 
why a firm decide to locate at a certain location. And this perfectly matches with our pur-
pose of this research. For the last topic, cluster, we discuss about definition, rationales to 
form a cluster and factors influencing the success of cluster. We can not find the specific 
theory or article that discuss about the special kind of cluster we intend to study, which is 
the sales offices and distribution cluster. However, some articles discussing about clusters in 
general can be applied to use for our study. 

2.2 Internationalization 

Internationalization is not a new concept. But it was only in the 20th century that interna-
tionalization became an important topic in the field of economics. (Morgan & Katsikeas, 
1997) But only by the beginning of 21st century, Chinese firms became really active in the 
international scene. (Wu, 2006) Since the domestic competition becomes much fierce 
which leads to declined revenues and Chinese government encourages and even gives finan-
cial support for Chinese firms going abroad, the yearning of exploring overseas markets and 
getting direct contact with foreign customers has become heat issues for many Chinese 
firms. (Wu, 2006) 

2.2.1 Definition of internationalization 

When home-markets were saturated, the only solution was to find other new markets. In 
history, “the market-seeking internationalization found its origin in the 18th century, the 
century of the Industrial Revolution” (Grillet, 2006). There are different interpretations on 
the concept of internationalization used by scholars. Beamish (1990:77) defines interna-
tionalization as “the process by which firms both increase their awareness on their future, 
and establish and conduct transactions with other firms”. Welch and Luostarinen (1988) 
define internationalization as “the process of increasing involvement in international opera-
tions.” Agndal (2004:2) proposes that if the firm is carrying out the international activities 
is referred to be internationalized. Based on Beamish’s discussion, Coviello and McAuley 
(1999) categorize the international activities as either inward or outward activities. Inward 
activities are the activities relating to import, while outward activities concern primarily the 
activities of sales in foreign market but even production abroad. In the international con-
text, outward activities refer to mainly export and FDI (foreign direct investment). (Agndal, 
2004:4). Furthermore, Agndal (2004:2) concludes that there are three basic components of 
internationalization which are “the market, the mode and the partner.” The market or spa-
tial dimension refers to the countries in which the firm carries out the international activi-
ties such as buying, selling, also distribution, production, as well as doing research and 
product development. Some internationalization literatures claim that the psychical and 
physical distance between the home country and foreign market will greatly influence the 
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degrees of difficulty to enter the new market. (Johanson & Vahlne, 1977) The mode or the 
organizational dimension is more complex. Simply to say, the mode is the way by which in-
ternational activities are carried out and structured within the relation with a foreign coun-
terpart or an intermediary. “The more activities carried out by the focal firm in the foreign 
country, the higher the degree of internationalization of international activities and integra-
tion with foreign market. Will be” (Agndal, 2004:3). The last component of internationali-
zation is the partner or the relational dimension that means the interaction between the 
firms which are involving in the internationalization activities. Recently, there are increasing 
focus on interconnected international relationships and how they are formed to interpret 
the internationalization process. (Agndal, 2004:5) 

2.2.2 Main types of enterprises in the internationalization process 

Dunning (1993:57) declares that there are several types of enterprises with various aims to 
undertake international activities. Such as: 

-Resources seeker: enterprises look for low cost of resources abroad through internationali-
zation. Firms who search for the natural resources, like oil, minerals, raw materials or agri-
cultural production are relatively location-bound. However, there are some firms moving to 
overseas market either to look for cheap, most of time, unskilled labor or want to gain 
technological capacity, or advanced management or marketing expertise and organizational 
skills (Dunning 1993:57). 

-Market seeker: enterprises move to a particular country or region because they want to 
supply this particular market with goods or services. Dunning claims that there are four 
reasons why firms might engage in market-seeking investment.  

1. Following suppliers or customers  

When main suppliers or customers move overseas, it may be possible that the firm needs to 
follow them in order to retain their business (Dunning, 1993:58).  

2. Adapting  

Through locally production, firms adapt to local tastes or needs, and to indigenous re-
sources and capabilities. In additional, foreign firms might find themselves being disadvan-
tage compare to local firms in terms of local language, business customs, legal requirements 
and marketing procedures (Dunning, 1993:58). Thus internationalization becomes an easy 
way to adapt the local market needs.  

3. Lowering costs  

Usually, it is relatively cheaper to serve a local market by producing locally than serving that 
market from a distance i.e. by exporting from the domestic market to the foreign market. 
Obviously, this depends on the kind of product produced and the distance between the 
home-based production facilities and the foreign market. (Dunning, 1993:58)  

4. Global positioning  

More and more multinational firm considers internationalization as part of its global pro-
duction and marketing strategies. The internationalization makes it have a physical pres-
ence in the leading markets which was served by its competitors before. (Dunning, 
1993:58). “…undoubtedly the single most important reason for market-seeking investment 
remains the action of host governments encouraging such an investment”. (Dunning, 
1993:59) 
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- Efficiency seeker:    Efficiency is achieved by the common governance of geographically dis-
persed activities. Typical efficient seeking behavior could be concentrating labor-intensive 
activities in low-wage countries and capital-intensive activities in developed countries 
(Dunning, 1993:59). 

- Strategic assets or capacity seeker: Firms acquire the assets of foreign corporations, to 
“promote their long-term strategic objectives – especially that of sustaining or advancing 
their international competitiveness” (Dunning, 1993:60). 

2.2.3 Internationalization process theories  

Different theoretical approaches have been developed to explain the concept of internation-
alization process over time. (Agndal, 2004; Nordström, 1991) Several theories of internali-
zation claim that companies reorganize and control certain types of costly transactions 
within the firm itself in order to react to the imperfect market related to knowledge, such as 
patents, technology and human capital. Moreover, government regulation like tariff barriers 
and taxations are often the rationales for internalization. (Nordström, 1991:12) Once the 
internalization process crosses the national boundaries, Multinational Companies are cre-
ated (Buckley & Casson, 1976). Dunning (1979) presents an eclectic theory of MNEs to 
explain why a firm would take the risk to relocate and organize operation abroad by intro-
ducing locational factors related to the host country. The ownership-specific and location-
specific advantages explain how firms can compete against the local firms in foreign market 
by internalization. Vernon (1966) presents the theory of product life cycle model to explain 
the flow of direct investment. The model divides the life of product into three stages: “new 
product”, “mature product” and “standardized commodity”. Vernon (1966) draw a conclu-
sion that during the new product stage, production is mostly undertaken in the home 
country, and export is the main way to serve foreign market. While, during the second 
stage, since the competition become obvious, for those high-cost production at home coun-
try are beginning to move abroad to lower cost. Once the product enters into the stage of 
“standardized commodity”, competition is mainly on price. Thus production will be 
moved to the low-cost country and the flow of export now is from the low labor cost coun-
try to home market. Same year, an American scholar whose name is Aharoni (1966) con-
ducted a research within some U.S firms which made their FDI decision and moved to less 
developed countries. This research was in a behavioristic perspective. It is thought as one of 
the earliest studies that abandoned the classic economic rationality, instead applied the be-
havioral theory to foreign direct investment (FDI) research. Lei, Dan and Tevfik (2004) 
summarize that there are three main perspectives on the internationalization process “(1) 
The experiential learning perspective as exemplified by the Uppsala model and Innovation-
related models, (2) The systematic planning perspective that is essentially based on the clas-
sic economic rationality, and (3) The contingency perspective that emphasizes the impact 
of contextual factors.” However, there is still not a theory which could interpret the inter-
nationalization process entirely. (Melin, 1992) 
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2.2.3.1 Experiential Learning Models—The Uppsala Model 

 

Figure2.1 The basic mechanism of internationalization – state and change aspects- Johanson and Vahlne 
(1977) 

This model in figure 2.1 was first developed by Johanson and Vahlne, two scholars at the 
Department of Business Studies of the Uppsala University, Sweden. The point of this 
model is the gradual acquisition, integration, and use of knowledge about the foreign mar-
kets and operations through incremental commitments.  

The state aspects (left) are the resource related to the foreign markets which includes mar-
ket commitment and market knowledge about foreign markets. Change aspects (right) are 
decisions to commit resources and the performance of current business activities.  

The following is the explanation for some concepts in this model: 

- State aspects 

The two state aspects are market commitment and knowledge about foreign markets pos-
sessed by the firm at a given time. 

Market commitment: is the amount of resources committed to foreign markets and the de-
gree of commitment. The amount of resources committed is close to the size of the invest-
ment in the market, including investment in marketing, organization, personnel, and other 
areas (Johanson & Vahlne, 1977). The degree of commitment is how difficult to find an al-
ternative use for the resources used for the specific market. The more specialized the re-
sources are to the specific market, the greater is the degree of commitment (Johanson & 
Vahlne, 1977) 

Market knowledge: can be classified into two types: objective knowledge, i.e. knowledge 
that can be taught; and experiential knowledge which can only be obtained by personal ex-
perience. Objective market knowledge enables the firms to formulate theoretical opportuni-
ties, whereas firms perceive concrete opportunities by obtaining experiential market knowl-
edge – to have a “feeling” about how a firm fits in the present and future activities (Johan-
son &Vahlne, 1977). Obviously, experiential knowledge is much more difficult to obtain 
than objective knowledge and is therefore seen as critical part in the internationalization 
process. Furthermore, the market knowledge can be also divided into general knowledge 
and market-specific knowledge. General knowledge concerns marketing methods and 
common characteristics of certain types of customers, regardless of their geographical loca-
tion, depending on similarities in the production process. “The market-specific knowledge 
is knowledge about the characteristics of the specific national markets – its business climate, 
cultural patterns, structure of the market system, and, most importantly, characteristics of 
the individual customer firms and their personnel.” “Market-specific knowledge can be 
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gained mainly through experience in the market, whereas general knowledge can often be 
transferred from one country to another”    (Johanson &Vahlne, 1977). “There is a direct re-
lation between market knowledge and market commitment. Knowledge can be considered 
as a resource….Consequently, the better the knowledge about the market, the more valu-
able are the resources and the stronger is the commitment to the market” (Johanson 
&Vahlne, 1977)  

- Change aspects  

Change aspects are more variable than the state aspects. They are factors that lead to the in-
ternationalization variables. The two change aspects are current business activities and 
commitment decisions.  

Current Activities: current business activities are important, mainly for three reasons. First, 
there is often a lag between the activities and the consequences, for example marketing ac-
tivities. The expected consequences may not be realized unless the activities are performed 
continuously over some time. The longer the lag, the more resources are needed and conse-
quently the higher degree the commitment is. Second, firm gets its main source of experi-
ence through the activities. However, the firm can obtain experience by hiring of experi-
enced personnel or consulting outside advisors or through taking over another firm that has 
experience. The problem is how to choose the proper person or firms with proper experi-
ence that the firm needs. But still one problem is left, how to interpret and integrate the 
experience within the firm. Thus the firm has to acquire the needed experience through a 
long learning process in connection with the current business activities. Hence, this is one 
of the reasons why the internationalization is a slow process. Finally, if the activities are 
highly production-oriented, or if there is a low need for interaction between the activities 
and the market environment, the easier it will be to start new operations which are not in-
cremental additions to the current activities. It will also be easier to substitute advice from 
outside or/and from hired personnel (Johanson & Vahlne, 1977). 

Commitment decisions: the second change aspect is the decision to commit resources to 
foreign operations. These decisions are made because there are problems or opportunities in 
the market. Problems and opportunities are mostly discovered by those persons who are 
working close to or in the market (i.e. marketing personnel, salesmen). But opportunities 
can also be seen by individuals in the organizations with which the firm is interacting; these 
individuals may propose alternative solutions to the firm in the form of offers and demand. 
The probability that the firm will be offered opportunities from outside is dependent on 
the scale and type of operations it is performing; that is, on its commitment to the market. 
(Johanson & Vahlne, 1977) Furthermore, each additional commitment will result from an 
economic effect and an uncertainty effect, whereas, this uncertainty will be reduced by in-
creasing interaction and integration with the market environment. The firm will make in-
cremental commitments to the market until its maximum tolerable risk is reached and the 
commitments are made incrementally due to market uncertainty. Consequently, the more 
the firm decision-maker knows about the market, the lower the uncertainty and the market 
risk will be. (Johanson & Vahlne, 1977) 

Despite the critiques, the Uppsala model is still useful to explain some patterns observed in 
the internationalization process of small firms. Based on the Uppsala Model, there are three 
theories trying to describe the internationalization patterns. The first pattern is the so-called 
establishing chain. The second pattern is psychic distance pattern. Later, Luostarinen, 
Hörnell, and Vahlne, all of them are scholars of the Uppsala University, added a third pat-
tern: product differentiation.  

A. Establishment chain  
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The first pattern is the process model of an establishment chain. The process can be classi-
fied in different stages: the first operations of a firm in a foreign market are occasional ex-
port activities; then exports go through to a sales agent or independent representatives in 
the foreign market; later the firm establishes a sales subsidiary oneself; in the last phase the 
firm can eventually decide to produce in the foreign market. (Johanson & Vahlne, 1990) 

Table 2.1 illustrates that increasing market commitment and changes in current business 
activities are parallel with the increases of market experience.  

First stage No regular export no market experience 

second stage sales agent regular but superficial information about 
market conditions 

Third stage sales subsidiary 

fourth stage production unit  

the firm is present in the market and can ob-
tain experimental knowledge 

Table2.1 Stages of internationalization- Johanson and Vahlne  (1990)  

In a later publication, the authors of the model added a fifth stage between the “sales sub-
sidiary” and the “production unit”, namely the ‘assembly production’, i.e. a mix of export 
and FDI in the form of a subsidiary with assembly activities. (Björkman & Forsgren, 
2000) Based on the research of the Uppsala Mode, Ruman (1980) divides the internation-
alization process into eight stages as: 

Stage 1:  No regular export activities (no market experience); 

Stage 2: Export via independent representatives (sales agents); 

Stage 3: licensing; 

Stage 4: Direct and active exporting; 

Stage 5: Establishment of local warehouses and direct local sales; 

Stage 6: Local assembly and packaging; 

Stage 7: Formation of a joint venture; 

Stage 8: Foreign direct investment (that is full scale local productions and marketing by a 
wholly owned subsidiary) 

B. Psychic distance pattern  

Physic distance is the distance between the host country and the home country in terms of 
i.e. the cultural and other aspects. “It is defined in terms of factors such as differences in 
language, culture, political system etc., which disturb the flow of information between the 
firm and the market.” (Johanson & Vahlne, 1990) The second pattern claims that firms 
will choose to enter markets with similarities in regard to those factors. In other words: 
firms first enter markets with low psychic distance, or they are familiar with. (Johanson & 
Vahlne, 1990)  

C. Product diversification/differentiation   
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The last observed pattern is that firms first start with a limited assortment of products as 
they enter a foreign market. After gaining some market experience, they eventually diversify 
their produced or marketed products in the foreign market. (Björkman & Forsgren, 2000)  

Table2.2 demonstrates these three patterns in the internationalization process. Horizontally 
are the different entry modes. Vertically the different markets in terms of psychic distance: 
Market C has the biggest psychic distance to the home market than market A and B. The 
diagonal arrow represents the product diversification. 

 

Table2.2  Pattern in the internationalization process- Björkman and Forsgren (2000), pp.119 

 However, this model has got a lot of critiques since the external and internal environment 
changes all the time. Uppsala Model is not fit for the internationalization process under-
taken by all kinds of MNEs. According to Oviatt and McDougall (1994), there are at least 
three situations wherein the experiential learning models may not apply. First, firms with 
sufficient resources are expected to take large steps toward internationalization. Second, 
when foreign market conditions are stable and homogeneous, it is easier to obtain the mar-
ket knowledge. Third, when firms have considerable experience in other similar markets, 
the previous experience may be easily transferable to the newly targeted foreign market. 
Thus, Uppsala Model is more appropriate to explain the internationalization process of 
small and medium size firms. 

2.2.3.2 Systematic Planning Models 

In general, systematic planning models emphasize the capability of thorough and efficient 
market information collection and analyses. (Lei, Dan and Tevfik 2004). Those theories try 
to propose some sequential stages which firms will go through during the internationaliza-
tion process. For example, Miller (1993) concludes a ten-step internationalization process 
that includes evaluation and selection of various foreign operation plans. Root (1987, 
1994) proposes an internationalization process composed of assessing market opportunities, 
setting objects, selecting entry modes, formulating marketing plans, and executing. Yip, 
Biscarri and Monti (2000) specifies "Way Station Model" of SME internationalization. 
They suggest six steps in the sequence of motivation and strategic planning, market re-
search, market selection, entry mode selection, problem planning, and post-entry commit-
ment.    However, these models are also put into question. Lei, Dan and Tevfik (2004) de-
clare three weaknesses of systematic planning models. First, the central assumption of these 
models do not take into the consideration of the quickened and early internationalization 
of SMEs in the presence of evading market and changeable business environments, thus the 
value of long-term planning is increasingly questionable. Second, many corporate decision-
making may be made simultaneously rather than sequentially from the behavioral perspec-
tive. Therefore, some proposed sequential stages may not be distinguishable in certain con-
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texts. Third, a firm's internationalization process may be significantly influenced by its mo-
tivations and initial competencies.  

2.2.3.3 Contingency Models 

The contingency models suggest that a firm's internationalization process depends on some 
related factors. Turnbull (1987) concludes that a company's internationalization is largely 
effected by the external environment, industry structure, and its own marketing strategy. 
Coviello and Munro (1997) try to integrate the incremental internationalization models 
with the network perspective within some small software firms. They found that the inter-
nationalization processes of those small software firms are great affected by formal and in-
formal inter-firm relationships, and only a combination of the incremental and sequential 
stage model can best explicate those firms’ internationalization process. Boter and Holm-
quist (1996) suggest that there are some difference between the small firms in traditional 
economic sectors and those in the sectors characterized by high-tech demands in the inter-
nationalization process. The traditional small firms might still go through lengthy and or-
ganized internationalization processes incrementally, while those high-tech small firms tend 
to adopt internationalization processes rapid wherein the development of various functions 
does not follow a predictable order.  

2.2.3.4 SMEs internationalization process model 

This model is presented by Lei, Dan and Tevfik (2004). It is different from the previous 
models and mainly focuses on the SMEs’ internationalization process. This model suggests 
that SMEs need to identify and focus on the critical steps in the internationalization process 
and deploy their limited resources and existing competences accordingly.  Although SMEs' 
international expansion is often effected by external signals such as the activities of custom-
ers, suppliers, or partners,  the personal initiatives of top manager can often drive interna-
tionalization at an accelerated pace, especially for innovation-oriented SMEs. Thus, the in-
ternationalization process of SMEs is neither predetermined nor linearly sequential. In ad-
ditional, a firm's internationalization process is iterative. Each phase (e.g., antecedents) re-
ceives periodic feedbacks from its subsequent phases (e.g., planning and execution). SME 
managers handle different options and constraints from one process to another. (Lei, Dan 
and Tevfik 2004) 

2.2.4 Motivations of SMEs’ internationalization 

In general, there are two kinds of motivations why SMEs go to internationalization, the in-
ternal motivation, and external motivation. (Wiedersheim-Paul, Olson & Welch, 1978). 
The most important internal motivation is the determination that the company's commit-
ment to foreign market by owner/entrepreneurs or senior management team of SMEs, since 
they are the decision-makers within the firm.(Crick & Chaudhry, 1997) Some other inter-
nal-specific factors which promote the SMEs operating foreign market, include: differential 
firm advantages; (Cavusgil & Nevin, 1981; Cavusgil, Bilkey & Tesar, 1979; Wiedersheim-
Paul et al., 1978) available production capacity; (Diamantopoulos, Schlegelmilch & All-
press, 1990; Johnston & Czinkota, 1982; Wiedersheim-Paul et al., 1978) accumulated un-
sold inventory; (Johnston & Czinkota, 1982; Sullivan & Bauerschmidt, 1988). Katsikeas 
and Piercy (1993) summarize some external environmental factors affecting firms' motives 
for exporting and other international operation, such as : foreign country regulations; the 
availability of foreign market information; increased domestic competition; profit and 
growth opportunities abroad; and unsolicited orders from abroad etc. In additional, small 
and medium companies might maintain competitive advantages and avoid being thrown 



 

 12 

out of the market through internationalization. By establishing foreign subsidiaries, the en-
terprises can faster adapt and react to technological innovation, market trends and changes 
in local rules and customer tastes. Moreover it is easier to overcome market barriers and na-
tional boundaries. (Grillet, 2006) The “follow-the-leader” behavior is also typical rationale 
for SMEs, meaning that if their competitors have undertaken some activities in the overseas 
market, they are inclined to follow their competitors (Bulcke, Zhang & Esteves, 2003).  

2.2.5 Disadvantages and advantages of  SMEs’ internationalization 

The main disadvantage of SMEs is that the lack of relevant resources, which includes the 
limited financial resources and other kind of resources, such as lack of knowledge, and in-
formation of the host country, strategic and managerial capability (Graves & Thomas, 
2006), low degree of brand and technology. (Fernández & J Nieto, 2005) International 
ventures are too risky for smaller firms which very often have to start with some low-
investment modes - like sales intermediary or agency in a foreign country for instance as the 
problem with international ventures is that they mostly require a substantial investment but 
without the certainty of future profits. SMEs often are not capable or willing to run these 
substantial risks, since a large investment without future profits can lead to bankruptcy of 
the company. Other alternative is waiting until internal financial resources have been ac-
cumulated to the point they allow larger investments (Björkman & Forsgren, 2000). Other 
factors that are perceived as obstacles and disadvantages for SMEs in the internationaliza-
tion process can be insufficient knowledge about the procedures connected with interna-
tional business (Kedia & Chockar, 1986; Korth, 1991; Ramaseshan & Soutar, 1996), low 
demand (Ramaseshan & Soutar, 1996),  high cost of transportation (Rameseshan & Sou-
tar, 1996), intensive competition (Bauerschmidt, Sullivan & Gillespie, 1985; Kedia & 
Chockar, 1986) and lack of suitable distribution channels (Bilkey, 1978). 

An obvious advantage that SMEs have over MNEs is the ability to take in new knowledge 
rapidly. (Tsang, 2002) Different from MNEs, the company structure of SMEs is much eas-
ier to oversee, and the management of the small enterprises is very often closely involved in 
the international activities of the firm. Thus the knowledge flows between the different 
parts of SMEs are much quicker than in MNEs. Another advantage SMEs have is that 
SMEs are more risk aversive and therefore more realistic in assessing market opportunities 
and firms capacities (Studwell, 2002). A third advantage SMEs certainly should play out is 
their flexibility. Often the employees in the foreign country have direct relationship with 
the owners or top managers of the firm. This allows rapid changes in internationalization 
strategy and adaptation to the local market. (Grillet, 2006) Furthermore, SMEs often keep 
stable cooperation with other companies which are either customers or vendors in the do-
mestic market and provides valuable information about business opportunities, foreign 
market characteristics, obstacles or problems involved in the process, and so forth, thus the 
perceived risk is lowered as a result (Bonaccorsi, 1992). Other advantages might be the 
more effective utilization their limited resources compared to MNEs;  the ability to build 
mutually beneficial, long-term, and international business relationships with minimal 
agency-related costs. (Graves and Thomas, 2006) Some SMES might adopt more conserva-
tive international growth strategies that require less resources (e.g., launching in the psycho-
logically close countries first or solely exporting from domestic base by establishing a for-
eign sales office) to overcome the constraints which SMEs often have in the internationali-
zation process. (Graves & Thomas, 2006)    
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2.2.6 Short introduction of Chinese enterprises’ internationalization 

China is currently the most active internationalizing economy among the developing coun-
tries. The expansion of Chinese outward foreign direct investment (FDI) has grown rap-
idly. Today China has become the world’s fifth largest outward direct foreign investor with 
a total of US$37 billion by the end of 2004 (Ministry of Commerce, 2005). Child and 
Rodrigues (2006) in their study declare that Chinese outward economic expansion is taking 
place at a number of different levels of engagement. The first level, exporting, which is by 
far still the most significant international business in terms of economic value for China, 
may not necessarily involve any direct investment or active organizational operations 
abroad. The second level is the original equipment manufacture (OEM) or subcontracting 
production for outsourced foreign companies, or other forms of partnership with them, 
while much of this activity will be accounted within the figures for exporting. The third 
level involves the physical and organizational expansion of Chinese firms into overseas loca-
tions funded by outward FDI. Outward investment can be utilized either to purchase over-
seas assets or to form organic expansion outside China. The third level is a more advanced 
level of internationalization since that it entails a commitment to manage and organize op-
erations located outside China Mainland. By the beginning of 2004, there are 7470 com-
panies established by Chinese/ Chinese firms in over 160 countries or regions (Chung, 
2004). 

Child and Rodrigues (2006) summarize that the weakness in R&D, limited marketing ca-
pability, the lack of brand development, and the administrative constraints that govern-
ment agencies continue to impose on them are the weaknesses of most Chinese firms iden-
tified by Nolan. Nolan (2001) argues that most Chinese firms’ success have been fostered 
by a protected domestic market and by considerable state support in the form of soft loans, 
government procurement, and protected marketing channels. Whereas another interpreta-
tion is that the increasingly international expansion among Chinese enterprises may signify 
a determined attempt to overcome the limitations of their domestic situation and, by 
achieving such internationalization, to remedy their main competitive weaknesses. Boisot 
(2004) lists a range of disadvantageous domestic conditions, such as : regional protection-
ism that limits the opportunities to exploit economies of scale; limited access to capital that 
prevents investment in plants of optimal scale; lack of developed intellectual property rights 
that limits access to state-of-the-art technologies; under provision of training and education 
that limits access to skilled human resources; poor local infrastructure that increases trans-
port costs; and regional markets that are fragmented by provincial and municipal protec-
tionism. (Zhang, 2005).These domestic constraints and pressures add to the attractiveness 
of producing for foreign markets. However, Chinese firms have to obtain new capabilities 
through investment or partnership abroad in order to develop in foreign markets. By 
“building up their strength abroad so that they can provide needed assets much faster and 
also increases the firms’ bargaining power against local stakeholders who are constantly act-
ing to reduce their profitability” (Boisot, 2004). With the international operation, they 
would be in a stronger position to compete against foreign companies in their domestic 
market as well.  

In additional, many Chinese firms already benefit from a cost advantage due to low wages 
labor and to the production improvements achieved in recent years often by learning from 
partnerships with multinationals (Guthrie, 2005). On the other hand, the high levels of 
competition in many of China’s domestic markets have also fostered cost effectiveness. 
However, Zhang (2003) points out that cost advantage is a relatively important competitive 
factor for simple products and lower income markets, while in the higher value-adding 
markets, differentiation and brand advantages are more important. During 1990s, there 
were a great numbers small and medium Chinese firms investing in overseas market, but 
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problems often arose from a lack of strategic focus, from the limited scale and fragmenta-
tion of many projects, and from inexperience of coordinating overseas operations (Warner, 
Ng & Xu, 2004; Zhang & Bulcke, 1996). Many of these overseas affiliates failed and lost 
money. Child and Rodrigues (2006) propose some driver and facilitator factors of interna-
tionalization by Chinese firms in the table2.3.  

DriversDriversDriversDrivers    

• Hazard of relying on a highly competitive domestic market, with low margins. 

• Opportunities to export based on domestic cost advantages. 

• Potential to complement domestic cost advantages with differentiation advantages ac-
quired abroad. 

• Need to secure and develop advanced technology and internationally recognized brands. 

• Desire to gain entrepreneurial and managerial freedom.    

FacilitatorsFacilitatorsFacilitatorsFacilitators    

• Strong governmental support for globalization, especially financial backing and tolerance 
of domestic moves (such as M&A) that build corporate strength. 

• Ability to reach a favorable accommodation with government, so as to combine support 
with strategic freedom to act entrepreneurially, raise capital abroad, etc. 

• Access to state-supported scientific and technical research. 

• Willingness of foreign firms to sell or share international-standard technology, know-how, 
and brands. 

 

Table2.3 Drivers and facilitators of internationalization by Chinese firms- Child and Rodrigue (2006)  

Harro von Senger who is a professor of Sinology at the University of Freiburg in Germany, 
points out that Chinese companies are pushing into Western markets influenced by the fol-
lowing motivations: 

- Some of the Chinese production beyond the purchasing ability of domestic consumers 
since their still comparatively low average income. In another word, the Chinese market 
cannot absorb all its domestically produced goods. 

- The principle of economic of scale (“a bigger market is better for business”) also applies to 
Chinese companies.  

- Chinese companies can obtain useful business and other types of expertise by being inter-
nationally competitive. 

- Global competition can help Chinese companies avoid both the danger of becoming “in-
bred” and the associated inhibitors of development. 

- Chinese companies earn foreign currency in the world market with which they can pur-
chase expertise and technologies.  

(Cited from article of “China goes Europe”, 2006) 
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2.3 Localization 

This section aims to give some ideas about how firms choose their location. Location is a 
very important concept for clustering since it directly affects the success of cluster. At the 
beginning point of cluster formation the pioneer companies have to choose where to locate 
together. There are a lot of scholars discussing about location theory, and Machlup (1967) 
(cited in Meester, 2004) classifies more than twenty location theories into three main cate-
gories; neo-classical theory, behavioral theory and managerial theory (so called institutional 
theory). According to Meester (2004), neo-classical theory is under an objective standpoint, 
which means all firms try to choose the location where they can maximize their profits. Be-
havioral approach views that all men are satisfiers, who make decision based on aspiration. 
Thus, this approach is more subjective than the first one. For the last category, institutional 
approach views location decision as an expression of the investment strategy of firms. This 
approach focuses on multinational firms which are big enough to use their power to turn 
location conditions. 

As we study about small and medium size Chinese firms, it is clear that institutional ap-
proach is not suitable for our research since it focuses on big multination firms. And as we 
know the nature of Chinese firms that they try to maximize their profit, we decide to dis-
cuss about neo-classical approach and use it as our theoretical framework. We choose one 
of the most well know theory within this approach, which is the Weber Location-
production Model. In addition we discuss about sources of locational competitive advan-
tage raised by Porter, which we think that it is comprehensive and highly adaptable model. 

2.3.1 The Weber Location-Production Theory 

According to McCann (2001), this approach is originally derived in nineteenth-century by 
German mathematician Laundhart (1885), and then formalized and publicized by Alfred 
Weber (1909). In this theory we assume that a firm is at a point in space, thus a firm is 
viewed as a single establishment. We also assume that all firms are profit-maximizing, there-
fore they will choose the location that maximizes their profits. This theory focuses only on 
transportation costs and defines the best location, which is usually called “Weber optimum 
location”, as the point that minimizes total transportation cost. We usually explain the 
Weber optimum location by Weber location-production triangle (Figure2.2). 

There are some variables to be discussed before we go through Weber location-production 
triangle as follows: 

m1, m2  weight of material of input goods1 and 2 consumed by the firm 

m3  weight of output good3 produced by the firm 

p1, p2  prices per tonne of the input goods1 and 2 at their point of production 

p3         price per tonne of the output good3 at the market location 

M1, M2  production location of input goods1 and 2 

M3        market location for the output good3  

t1, t2     transport rates per tonne-mile for hauling input good1 and 2 

t3          transport rates per tonne-mile for hauling output goods3 

K          location of the firm 
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In this model, the firm use input goods1 and 2 in order to produce output goods3, and we 
assume that the coefficients of production are fixed. Thus, there is a fixed relationship be-
tween the quantities of each input required in order to produce a single unit of the output. 
We also assume that the production coefficients are 1 for to simplify the model, therefore 
m3=m1+m2. The firm in this model is assumed to be in perfect competition market, which 
implies that the firm is price taker and the firm can sell unlimited quantity of output3 at 
the given price p3. Another important assumption is that factor prices are constant.  

Transportation costs =  transportation cost of inputs + transportation cost of output 

                           =  m1t1d1 + m2t2d2 + m3t3d3                                           (1) 

If the firm is able to locate anywhere, then assuming the firm is rational, the firm will locate 
at whichever location it can earn maximum profits. Given that the price of all the input and 
output goods are exogenous set, and the prices of production factors are invariant with re-
spect to space, the only issue which will alter the relative profitability of different locations 
is the distance of any particular location from the input source and output market points, 
because different locations will incur different costs of transporting inputs from their pro-
duction points to the location of the firm, and outputs from the location of the firm to 
market point. The Weber optimum location is the point in the triangle that minimizes 
transportation costs in equation1. 

This theory is very simple and very easy to define the best location, which make it become 
popular. However, this theory seems to be too simple since it fails to consider other factors 
that the firm should consider such as infrastructure, competition and factors (inputs) con-
dition. Therefore, we decided to discuss another view that includes a lot of factors to evalu-
ate location, and this the approach by Porter which we will discuss in the section 2.3.2 

 

                                             

Figure2.2 Weber location-production triangle- Redraw from McCann (2001) 

2.3.2 Sources of locational competitive advantage 

In this section, we apply the model that Porter (2000) uses to discuss about location and 
competition in his article. He adopt his Diamond Model to discuss about four sources of 
competitive advantage of the location, which are context for firm strategy and rivalry, de-
mand conditions, related and supporting industries, and factor (input) conditions.(see fig-
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ure2.3)    

 

Figure2.3 Sources of locational competitive advantage- Adapted from Porter (2000) 

Porter (2000) claims that location affects competitive advantage through its influence on 
productivity and especially on productivity growth. In the first aspect, context for firm 
strategy and rivalry, he argues that the productivity in the certain location is significantly af-
fected by the way firms in that location compete. A location where firms base their compe-
tition on knowledge or technology will be more productive than a location where price is a 
basis of competition. This doesn’t mean that firms have to offer high technology or innova-
tive products since firms can employ high technology to produce any kinds of product. 
Porter (2000) also discuss about the importance of competition. He cites that competition 
is good since it forces all firms to be more innovative or efficient. Moreover, other factors 
like infrastructure and government policy (e.g. corporate tax rate, legal system, trade policy, 
foreign investment policy) are also important since they affect competitive advantage as well 
(Porter, 2000) 

The second aspect, demand conditions, he cites that local demand condition can affect 
productivity of the location. As firms usually set their strategies base on demand, the firms 
can not be innovative if local demand does not allow them to be. In the location that cus-
tomers demand only simple products, there is no incentive for firms to be more innovative, 
and this affects the productivity of the location as discussed in the prior aspect. Moreover, 
the emergence of sophisticated local demand also can reveal new segments that firms can 
differentiate and serve them. This can increase innovative level resulting in higher produc-
tivity (Porter, 2000) 

The third aspect is about related and supporting industries. In this aspect he focuses on a 
presence of locally based suppliers, which are capable enough to serve sophisticated demand 
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of innovative firms. This is very important because firms can not operate as they want if lo-
cal suppliers can not supply them what they want. The absence of capable locally based 
supplier can reduce incentives for firms to be innovative resulting in lower productivity of 
the location. Another point that Porter cites is the presence of competitive related indus-
tries. The presence of these industries can support or facilitate firms in the location result-
ing in higher productivity in the location. And when these related industries are competi-
tive, it implies that they will be forced by the competition to be more efficient or innova-
tive, this means they can better support other firms in the same location. Consequently, the 
location will have more productivity (Porter, 2000) 

For the last aspect, factor condition, this concerns the abundance of the location in term of 
quantity, quality and specialization. The abundance of resource in term of quantity affects a 
lot on the attractiveness of location since it can assure the smooth operation. It also signifi-
cantly affects prices of resource, which have direct effect on costs of firms. The higher quan-
tity of resource the lower it cost and the higher competitive advantage firms have. These re-
sources include natural resources, human resources, capital resources, physical infrastruc-
ture, administrative infrastructure, information infrastructure, and scientific and techno-
logical infrastructure. Quality of input is one thing that should be considered. The abun-
dance of resource is useless if the resources are in bad quality, which can not be use by in-
novative firms or even basic firms in that location. The last point about factor condition is 
factor specialization. This means that factors in that location are specialized in the way that 
is suitable for firms with sophisticated demand in that location. This is very important since 
it can be a major hindrance to innovative strategies of firms, which in turn affect productiv-
ity and competitive advantage of the location (Porter, 2000) 

We can see that the first theory, Weber Location-Production Theory, is very simple and has 
a lot of assumptions, which are not likely to be true in the real world. However, this theory 
is a basis for some theories such as “The Moses Location-Production Theory”, which was 
developed by Moses (1958) (McCann, 2001). Therefore, it is worth to mention this the-
ory. Porter (2000), on the other hand, tries to incorporate several factors into his model. 
This makes this model be more interesting and realistic. However, there are some factors 
that should be considered in order to choose a location. One of them is accessibility, which 
is a term used in network analysis. Accessibility is defined as the ease with which places can 
be reached by each other in the network (Black, 2003). This concept is important since it 
can show how easy the firm, its suppliers, its partner and its customers can be connected. 
There are some mathematical ways to measure the accessibility, but it is too many details 
and we will not discuss in this thesis. However, one who is interested in this topic can find 
more details in some books about network analysis. For example, Transportation - a geo-
graphical analysis (black, 2003) 

2.4 Cluster 

2.4.1 Definition of cluster 

There are a lot of literatures discussing about cluster, and lots of them are discussed about 
the actual definition of cluster. For example, Altenburg and Mayer-Stamer (1999) define 
cluster that “A cluster is a sizable agglomeration of firms in a spatially delimited area which 
has a distinctive specialization profile and in which inter-firm specialization and trade is 
substantial” (Altenburg & Mayer-Stamer, 1999: 2). Porter (1998) gives a very comprehen-
sive definition for a cluster that “Clusters are geographic concentrations of interconnected 
companies and institutions in a particular field. Clusters encompass an array of linked in-
dustries and other entities important to competition. They include, for example, suppliers 
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of specialized inputs such as components, machinery, and services, and providers of special-
ized infrastructure. Clusters also often extend downstream to channels and customers and 
laterally to manufacturers of complementary products and to companies in industries re-
lated by skills, technologies, or common inputs. Finally, many clusters include governmen-
tal and other institutions - such as universities, standards-setting agencies, think tanks, vo-
cational training providers, and trade associations - that provide specialized training, educa-
tion, information, research, and technical support.” (Porter, 1998: 1)  

This concept is popularized by Michael E. Porter since he published his book “The Com-
petitive Advantage of Nations” in 1990, and according to Rosenfeld (1997) the cluster 
model from Porter is the most widely accepted model. In that book he develops “The 
Diamond Model” as a tool to investigate a competitive advantage for firms. In that model 
the four corners of the diamond include factor conditions, demand conditions, industry 
strategy/rivalry, and related and supporting industries, as you can see in figure2.4. 

                  

Figure2.4  Porter’s Diamond Model- Porter (1998) 

Porter used this diamond to determine which firms and industries had competitive advan-
tages, and his emphasis of the importance of related and supporting industries encouraged 
interest in clusters. Porter also discusses about two simple types of cluster in his thesis; ver-
tical clusters, and horizontal clusters. Vertical clusters are made up of industries that are 
linked through buyer-seller relationships.  Horizontal clusters include industries which 
might share a common market for the end products, use a common technology or labor 
force skills, or require similar natural resources (Porter, 1990). 

Rosenfeld (1997) discuss about cluster in deeper details by including more criteria for de-
fining cluster. He argues that earlier cluster-related models seem to focus only on the scale 
or concentration of firms which are located in proximity. He cite that the activities between 
firms, which include the flow of information, technological advances, innovations, skills, 
people, and capital into, out of, and within the cluster, from point to point, are as impor-
tant as the scale. As a result, he gives a boarder definition of cluster as “A geographically 
bounded concentration of interdependent businesses with active channels for business 
transactions, dialogue, and communications, and that collectively shares common opportu-
nities and threats” (Rosenfeld, 1996) (cited in Rosenfeld 1997: 8) This definition is clearly 
stated the importance of concentration as well as the role of social interaction and firm co-
operation in determining the dynamic nature of a cluster.   
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Additionally, there is another interesting definition of cluster, which is “a hierarchy of three 
concepts” (European Commission, 2002). This concept view cluster as an evolution proc-
ess, which includes three steps; regional cluster, regional innovation network and regional 
innovation system (see figure2.5). The first step, regional cluster, is defined as a concentra-
tion of interdependent firms within the same or adjacent industrial sectors in a small geo-
graphical area. Regional innovation network is defined as a more organized co-operation 
(agreement) between firms, stimulated by trust, norms and conventions, which encourages 
firms’ innovation activity. For the last step, regional innovation system, there are co-
operations between firms and different organizations in order to develop and share knowl-
edge.    

 

Figure2.5  A Hierarchy of Three Concepts- Adapted from Sternberg and Litzenberger (2004) 

We have discussed a lot about definitions of cluster, however, in order to give a clear view 
of cluster we would like to show the real example of the California wine cluster (Figure2.6). 
In this figure we can see how each party in the cluster interact with each other, start with 
basic relationship between vineyards and wineries. We can also see the interaction with 
other clusters and other organizations such as state government and education centre. This 
cluster is quite complicate and could be a good reflection of the real world cluster. It in-
cludes 680 commercial wineries and several thousand independent wine grape growers. An 
extensive complement of supporting industries to both wine making and grape growing ex-
ists including suppliers of grapestock, irrigation and harvesting equipment, barrels, and la-
bels; specialized public relations and advertising firms; and numerous wine publications 
aimed at consumer and trade audiences. A host of local institutions are involved with wine 
such as the Wine Institute, special committees of the California state senate and assembly, 
and the world-renowned viticulture and enology program at the University of California, 
Davis. The cluster also enjoys weaker linkages to other California clusters in agriculture, 
food and restaurants, and wine country tourism. 
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Figure2.6 The California wine cluster- Adapted from Porter (2000) 

2.4.2 Distinguishing industrial cluster, regional cluster, industrial dis-
trict and network 

As we study about cluster, it is interesting and important to discuss about the difference be-
tween varieties of cluster, industrial district and network. According to Enright (1996) 
many terms, which are somewhat different meanings, are used to describe the agglomera-
tion of firms in an industry or related industries, and sometimes they are used as inter-
changeable terms. He argues that it is important to distinguish between industrial cluster, 
regional cluster and network. 

Rosenfeld (1997) gives some details to distinguish cluster from network. He argues that 
network allows member firms to access to specialized service at the lower cost while cluster 
attracts firms providing the specialized service to locate in the same area as that cluster. 
Moreover, network usually has limited or restricted membership based on contractual 
agreements while cluster has open membership based on social values which encourage 
trust and reciprocity. Furthermore, network facilitates firms to engage in complex business 
while cluster attracts more firms with similar and related capabilities. Finally, network has 
common business goals and based on cooperation while cluster has collective visions and 
based on both cooperation and competition. According to Rosenfeld (2002a) there are 
minimal requirements of a cluster and the first one is a scale of demand among firms which 
is big enough to create external economies, for example a group of firms locating together 
will have overlapping demand for specialized service and attract the service providing firm 
to locate in proximity. The second requirement is the depth of the relationship among 
members within the region which implies the interaction among firms. These requirements 
match with the definition of cluster which is cited by Rosenfeld (1997). 

The classification between cluster and network from Rosenfeld is quite clear. However, the 
definitions of industrial cluster, regional cluster and industrial district are somewhat over-
lap. Enright (1996) discusses about the difference between industrial cluster and regional 
cluster. He cites that the definition of industrial cluster, based on Porter (1990), “is a set of 
industries related through buyer-supplier and supplier-buyer relationship, or by common 
technologies, common buyers or distribution channels, or common labor pools” (Enright, 
1996: 191). He argues that a regional cluster is an industrial cluster that member firms lo-
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cate in close geographic proximity to each other. For an industrial district, it is a concentra-
tion of firms in same industry or same industry segment involved in interdependent pro-
duction processes. These firms are embedded in the local community and delimited by 
daily travel to work distance (Becattini, 1989; Sforzi, 1992) (cited in Enright, 1996). He 
argues that an industrial district is subset of regional cluster, and an industrial district fo-
cuses on a single industry or a single industry segment while regional cluster covers wide 
range of related industries (Enright, 1996). 

After reading a lot of definition from a lot of scholars, we think that it is very clear to see a 
distinction between cluster and network. However, to distinguish between industrial clus-
ters, regional cluster and industrial district is somewhat unclear since there is some overlap-
ping in nature. And this is why these terms are sometimes used interchangeably. For this re-
search, we decide to use the term “Sales office and distribution cluster” since those Chinese 
firms match with the definition of cluster but they have no production processes within 
that cluster.    

2.4.3 The formation of cluster: how do cluster emerge and grow? 

It is very interesting to understand how cluster emerge and develop, and European Com-
mission (2002) outlines six steps of cluster development as follows: 

- The first step: formation of pioneer firms 

The formation of cluster usually starts as some pioneer firms decide to locate in the same 
area in order to gain benefits from agglomeration economic. Firms may be attracted by in-
herent property of locations such as availability of raw materials or labor force. Once firms 
located in proximity, they start cooperating (for example, sharing information) as well as 
competing, which Porter (2000) claims as an important source of improvement. Firms in 
that area will continuously grow and new firms or new services will emerge in order to serve 
the growing companies, as we called this process “spin-off”. Consequently, this area will be 
more attractive and attracts more and more firms to locate there.  

- The second step: creation of specialized firms or inputs 

 In the first step, pioneer firms start locating in the same area. Once this agglomeration be-
comes established, the next step will be the creation of external economies. Storper and 
Walker (1989) discuss about two groups of external economies including a set of specializes 
suppliers and service firms, and a specialized labor market. As several firms locate in the 
same location, is feasible for new service firms to form up and serve the firms in that loca-
tion. Consequently, firms in that location will have lower cost since the specialized suppli-
ers, who serve a lot of companies, can offer lower price. Cost saving also occurs through the 
presence of a pool of experienced and skilled workers. 

----    The third step: formation of new organizations that serve cluster firms 

In this step, the new organizations that try to serve many firms will be formed. For exam-
ple, knowledge organizations, specialized education establishments and business associa-
tions. These organizations have some competences allowing them to provide professional 
services, which are very hard to find or too expensive for small firms when they separately 
located.     

----    The fourth step: an increasing in attractiveness of location 
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The development of external economies and the formation of new organizations discussed 
in prior steps will increase visibility, prestige and attractiveness of a cluster. As a result, this 
cluster will attract more firms and skilled labors, and this make the cluster even more at-
tractive. Moreover, this cluster will be a good breeding-place for new local companies. 

----    The fifth step: creation of beneficial non-market assets 

This step refers to the creation of non-market assets which encourage an untraded circula-
tion of information and knowledge. As firms locate in the same cluster, they usually have 
informal collaboration resulting in sharing of information and knowledge. 

Storper (1997) claims that mature regional clusters may contain ensembles of specific, dif-
ferentiated, and localized relations between persons and organizations that are coordinated 
by routines or conventions that often only work in the context of proximity. 

- The sixth step: declining stage of cluster 

An established cluster can grow more and more or becomes a part of a new cluster. How-
ever, many clusters reach a declining stage, which usually reflects a situation of technologi-
cal, institutional, social and/or cultural ‘lock-in’ in business behavior. All factors that once 
contribute to the success of cluster can be the obstacles for firms in that cluster. Grabher 
(1993) argue that the initial strength of a cluster including a pool of skilled labors holding 
unique know-how and skill, specialized service firm, specialized organizations, a highly de-
veloped and specialized infrastructure, education and training institutions, close inter-firm 
linkages and strong political support by regional institutions- may become an inflexible ob-
stacle to innovation, which we called a trap of rigid specialization. And this makes the clus-
ter reach a declining stage. Porter (1998) cites that cluster development sometimes leads to 
a repeating of old behaviors and suppress new ideas, and this can create severe effects to 
firms in the cluster when technological and global economic conditions change. 

There is one more interesting aspect about the growth and development of cluster which is 
the life cycle of a cluster developed by Rosenfeld. According to Rosenfeld (2002a), cluster 
has four stages which are incubation, take off, maturity and declining stage. The starting 
point of cluster is incubation stage in which cluster is formed based on innovations, inven-
tion or based on recruiting existing or expanding industry leaders. He cites that this stage is 
usually unplanned and unanticipated. The take off stage is the stage that cluster becomes 
well known and has a large market. In this stage cluster will attract more and more firms, 
and competition level as well as demand for skilled labor will increase. Firms will have close 
relationship with each other and try to innovate all the time. In the mature stage, more and 
more firms will enter the market since production process becomes more routine; conse-
quently costs become a more important competitive advantage. In this stage the existing 
firms have to find ways to increase productivity since they have to face with new competi-
tors who can produce at even lower cost. The firms that can not improve themselves may 
have to move to other location. In the last stage, declining, the cluster’s product is fully 
substituted by competitors who have lower costs. The existing firms have to find new 
products or new market opportunities to compete before reaching this stage. 

2.4.4 Factors driving cluster development 

The factors which drive industry cluster development and growth are also the interesting 
subject to discuss. Generally, when it comes to location, businesses just choose the location 
that makes the greatest economic sense. This means the location that gives the best access 
to market for their products, the labor pool, or required resources. According to Doeringer 
and Terkla (1995), the basic driving force for industry clustering is very similar to the fac-
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tors that encourage urban or locational agglomeration economies, which is what we call 
“positive externalities”. Doeringer and Terkla (1995) cite that the presence of positive ex-
ternalities can explain the clustering process, whereas specific location sites for each cluster 
depend on either ‘historical accident’ or the cost advantages provided by immobile factors 
that attracted the firms anchoring the cluster. As firms locate close to each other, they bene-
fit from lower transportation and transaction costs, as well as access to a skilled labor force. 
Agglomeration economies can also boost competition resulting in more information, 
knowledge, and technology transfer among related firms. And this can lead to new industry 
growth, and therefore helps drive the overall growth of the cluster (Doeringer & Terkla, 
1995). 

While there is consensus among the researchers that firms will cluster because they receive 
some type of benefit, the factors that create those benefits are debated. Porter is one re-
searcher who discusses a lot about these benefits in his book “The competitive advantage of 
nations”. Porter (1990) raises one point about the driving force for clustering, which is 
based on the benefits firms will get when they locate in the cluster. He views cluster as a 
dynamic process, and as one competitive firm grows, it generates demand for other related 
industries. As the cluster develops it becomes a mutually reinforcing system, which every-
one in the cluster gain something from the benefit flow created by the cluster. Porter claims 
that the competition between rival firms within the same cluster is a good thing, because it 
forces all firm to be more innovative and to improve or develop new technologies. This, in 
turn, leads to new business spin-offs, stimulates R&D, and forces the introduction of new 
skills and services. One cluster can have many companies or industries which employ the 
same labor force, therefore, they can freely move to other companies within the cluster. The 
moving labors will transfer knowledge to their new companies and continuing to promote 
competition and therefore growth. This growth can lead to increasing the vertical integra-
tion of the cluster, or it can lead to the horizontal integration of the sector.  Increased verti-
cal integration occurs as the division of labor gets more specialized, and new firms are able 
to fill the gap in the markets. Horizontal clustering occurs as the new technology and labor 
skills are applied to related industries in different sectors.  Porter points to Silicon Valley as 
an example of how competition has spurred the horizontal clustering process. 

Some authors also discuss about face-to-face interaction as a source of driving force (Doer-
inger & Terkla, 1995; Rosenfeld, 1997). This interaction is most beneficial to small, spe-
cialized firms which are flexible enough to fill emerging niche markets as final demand or 
technology changes (Doeringer & Terkla, 1995). Local proximity to firms in all aspects of 
the production process, such as the suppliers, machine builders, assemblers, distributors, 
and final customers allows the cooperating firms to adopt new technology and innovations 
rapidly, which results in an improvement of the overall efficiency of the production process 
(Rosenfeld, 1997). The importance of face-to-face interaction is cited in Rosenfeld’s case 
studies of the furniture industry in Mississippi and the apparel/hosiery industry in North-
ern Italy (Rosenfeld 1997).   

In sum, there are a lot of factors, which contribute to the development of cluster, including 
technology transfer, knowledge transfer, development of a skilled labor force in related in-
dustries and the benefits of agglomeration economies. We can see that all of rationales or 
driving forces are based on the benefits stream which firms will get. Therefore, it is interest-
ing to discuss more in details about those benefits and we will do that later when we discuss 
about advantages and disadvantages of cluster. 
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2.4.5 Advantages and disadvantages of cluster 

Cluster is a concept that has been discussing by a lot of researchers or economists since it 
has both positive and negative sides. In this section we discuss in details about advantages 
and disadvantages of cluster, in order to give a clearer view about the rationales to form a 
cluster which was discussed in 2.4.4. We do not use this section to evaluate or measure the 
effect of cluster to firms or countries. Proponents of cluster policy raise a lot of advantages 
of cluster policy as follows: 

----    Better resource allocation: As we know that resources are scarce, it is very important that we 
allocate them in the most efficient way in order meet the needs of established and growing 
industries. According to Barkley and Henry (2001), cluster can promote better resource al-
location since it allows regions to focus their recruitment, retention and expansion, and 
small business development programs rather than attempting to provide assistance for 
many different business types. As the information about specific needs of firms in the clus-
ter is easy to identify, resource allocation can be done in a more focus and efficient way 
(Barkley & Henry, 2001) 

- Promoting economic growth: Cluster policies are believed to increase competition. Accord-
ing to Porter (1990), competition can force firms to be more innovative and create a lot of 
improvements such as new business spin-offs, R&D and the introduction of new skills and 
services. 

- Diversifying an economic base: As cluster can promote the economic growth, it can create 
demand for special kind of service or product in order to support the growing industry. For 
example, the company facing with higher competition in a growing industry may need to 
focus on core competency and try to outsource some functions to other companies. There-
fore, there is demand for servicing company such as third party logistics or fourth party lo-
gistics companies (Rosenfeld, 1997) 

- Being more adaptable to change: As cluster usually attracts more related firms which in-
clude suppliers, specialized service providers and machine building firms to locate in that 
area, those firms will work closely with their customers and understand their specific needs. 
Consequently, they can supply in accordance with specific needs, which make firms in the 
cluster be more flexible and adaptable to change (Rosenfeld, 1997)  

- Increasing productivity: According to Porter (2000) industry cluster can increase productiv-
ity of firms within that cluster by several ways as follows: 

� Access to specialized inputs and employees: As firms locate closely in the cluster, it is 
more convenient and cheaper for firms to access to specialized inputs such as com-
ponents, supporting activities, machinery or formal alliance with outside entities. 
Porter (2000) claims that the existence of cluster not only increases the demand for 
specialized inputs but also increase their supply. 

� Access to information: If clusters exist, lots of information about markets, technical 
or specialized information will be accumulated. And firms in the cluster can access 
that information easier or at lower cost, which allows firms to improve their pro-
ductivity. Proximity, supply and technological linkages, and the existence of re-
peated personal relationships and community ties can increase level of trust, which 
can facilitate the information flow within clusters. 

� Complementarities: Cluster can increase the productivity not only via facilitating an 
access to information and specialized input but also through facilitating comple-
mentarities between activities of cluster participants. Porter (2000) discusses some 
of the most important complementarities in his article. The first one is complemen-
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tary products for the buyers, which means that customers have more choice of 
complementary products or services resulting in more customers’ value. The second 
complementarity is marketing complementarities. As cluster usually compose of a 
lot of related firms or industries, it can facilitate joint marketing strategy such as 
trade fair or trade magazine. It also can enhance the reputation of a location in a 
particular field and makes it more likely that buyers will consider a vendor or 
manufacturer based there. Moreover, customers will be more satisfied since they can 
access full range of products and services by only one visiting. Finally he discusses 
about complementarities due to a better alignment of activities among cluster par-
ticipants. Firms can easily recognize and capture linkages between all parties in the 
supply chain when they are in the certain cluster. With a clear picture of these link-
ages, each firm can work easier resulting in higher efficiency.  

� Access to institutions and public goods: The nature of cluster, which consists of several 
firms or industries, makes it feasible for government to build infrastructure such as 
road or railway. Therefore, all participants can gain benefits from this infrastruc-
ture. Furthermore, cluster usually has a linkage with institutions and government, 
therefore firms can access to experts within institutions or government sector with 
lower cost. 

� Incentives and performance measurement: Cluster increases the incentives within 
companies for achieving higher productivity for some reasons. The first reason is it 
increases competition forcing companies to improve their performance as discussed 
in prior part. Secondly, firms in cluster are forced by peer pressure to improve their 
performance since all firms want to be considered as good firm in that cluster. Clus-
ter also facilitates performance measurement of in-house activities since there are 
several firms within the cluster which do the same business. Therefore, it is easier 
for firms to compare their performance with other firms within the same business. 
As a result, firms will know their weak points and improve them in order to have 
better performance. Moreover, cluster can reduce the incentive for firms to take ad-
vantages from other firms to gain short-term benefits. Firms may use price strategies 
by cutting price to attract more customers, but with cluster firms will have high 
level of trust and aim for long-term benefits, which is good for all firms in the clus-
ter.    

As a coin has two sides, there are some researchers and economists who are not agree with 
cluster policy. They criticize about the negative side of cluster policy as follows: 

----    Over-specialization:    Rosenfeld (1997) discusses that this policy encourages over-
specialization in the economy and if the industries in the cluster fail, the economy in the 
entire region is damaged. Many leaders aim to encourage the diversification of the econ-
omy, and fear that the use of a cluster policy will run counter to this effort. 

----    Limited applicability:    Industry cluster policies are criticized for being more applicable to 
small, specialized firms, particularly because of the level of trust and cooperation required 
for a successful cluster. However, in reality    the economy is dominated by large, multi-
national companies. These companies will undermine the trust that is required for a cluster 
to be effective. Rosenfeld (1997) cites that cluster can only apply to urban areas since rural 
areas lack the necessary scale for a cluster. Additionally, Glasmeier and Harrison (1997) ar-
gue that cluster development is more appropriate in areas where there is already an existing, 
diverse economic base, which can support new markets and diversification.  

- Lacking of need: Critics argue that new telecommunications technology is replacing the 
need for spatial clustering. Therefore, firms will no longer receive a competitive advantage 
from close geographic proximity (Rosenfeld, 1997) 
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- Sustainability issue: Rosenfeld (1997) cites that it is very common that cluster will be 
dominated by small number of big firms. This situation raises the issue about sustainability 
since those big firms can leave the cluster if they found a new area that has lower costs, and 
the cluster will collapse. 

2.4.6 Factors influencing the success of a cluster 

According to Rosenfeld (1997) there are a lot of factors which can influence the success of a 
cluster, and he mention twelve factors in his research. The first one is R&D capacity, which 
means the availability of R&D or research center within the area of the cluster. The exis-
tence of such a center can facilitate problem solving for firms and maintain the innovation 
level in that cluster. The second factor is knowledge and skill of labor. The skill of labor 
must fit with the need of the cluster, which means they must have technical skills as well as 
general knowledge about the industry and entrepreneurial skills (Rosenfeld, 1997). Entre-
preneurial skills are important since they affect the ability to see new opportunities and ex-
ploit a different niche market (Rosenfeld, 2002b). The third factor is human resource de-
velopment which refers to the opportunities to get access to formal education or training 
within the cluster. This is very important because it can improve readiness of workforce to 
adapt to technological and organizational change. 

The fourth factor is proximity of suppliers, which includes the proximity of primary and 
secondary suppliers, the ability of salesperson of suppliers to inform customers about their 
supplies and the interaction between firms and local supplier (Rosenfeld, 1997). The inter-
action between firms and local suppliers is important, with high level of interaction suppli-
ers can learn about their customers’ needs and supply what they really need. The fifth factor 
is capital availability, this depends on the availability of financial institutions in the area and 
how well they understand needs and nature of business in the cluster. The sixth factor is an 
access to specialized services. The specialized services can be provide by public sector such 
as technology center and export assistance, or by private sector such as a specialized firm 
providing designing, logistics, market research or lawyer service. With an easy access to 
these services, firms can access them at the lower costs which can improve competitive ad-
vantage of firms and in turn increase the success of the cluster. The seventh factor is ma-
chine and tool builders. This refer to the proximity of firms which design and built ma-
chines used by firms in the cluster. The proximity and interaction between those firms are 
very important since they allow the supplying firms to know specific needs of their cus-
tomer and supply the most suitable machines to them. 

The eighth factor, an intensity of network, refers to the level of cooperation among firms in 
the cluster. This includes sharing information and resource, joint production, joint market-
ing and problem solving, etc. The ninth factor is social infrastructure, which refers to the 
availability of business and civic associations, the participation of their member and the in-
teraction between different associations. This factor is very important since it can facilitate 
information sharing, which is essential for firms in the cluster. Saxenian (1994) argues that 
the success of Silicon Valley is based mainly on its social infrastructure. The tenth factor is 
entrepreneurial energy, which refers to a rate of new business start-ups by workers or man-
agers within the cluster, and an ability of the cluster to attract new needed firms or suppli-
ers from outside. The eleventh factor is innovation referring to the speed of new technology 
development and adoption. The last factor is shared vision and leadership, which includes 
the perception of firms as a system, sharing of goals and visions for the future, and the exis-
tence of leader who can maintain their collective competitiveness and keep them together. 

All factors mention above is based on research of Rosenfeld (1997), which he cites that they 
are key factors to the success of a cluster. Some of them are easy to measure such as number 
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of specialized service providing firms and numbers of local banks, however, some of them 
are very hard to quantify such as entrepreneurial energy. Besides these factors, Rosenfeld 
also mentions some barriers for a cluster in his research. According to Rosenfeld (2002b), 
the areas where a cluster concept is less favorite have some common characteristics. The 
first one is deficits of physical infrastructure, which make the area become inferior. For ex-
ample, if there is bad road connection, it is very hard and costly for firms to reach their cus-
tomers. Secondly, lack of access to capital, this is a very serious problem because firms can 
do nothing without enough money. The third common factor is regional insularity and 
lock-in, which means that the area restricts firms to access some essential information. 
Firms in a successful cluster usually improve themselves by benchmarking with best prac-
tice from anywhere, and without this information the learning and improvement of firms 
are limited resulting in declining competitive position. The fourth common factor is lack of 
skills and opportunity to acquire them, which reduce the attractiveness of the area and hin-
drance the success of clustering in that area. The last common factor is cluster hierarchies. 
If the cluster is dominated by a few companies, it is less likely for small firms to get full 
benefits of cluster. And this cluster will fail to attract more companies resulting in the fail-
ure of that cluster. 
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3 Research Methodology 

This chapter is very important for all research since it strongly affects the formation of the 
whole research. For example, one who tries to study one specific topic can choose between 
qualitative method or quantitative method but he/she can never use the same question in 
the questionnaire for both method (Maylor & Blackmon, 2005). Furthermore, this chapter 
can show the quality of the research which we usually discuss in form of reliability and va-
lidity of research.    

3.1 Research Method 

According to the purpose of this thesis, we try to explore the development of the clusters of 
Chinese companies in some European countries in order to see the rationales and forma-
tion of the clusters. As we know that there are two main methods which are quantitative 
and qualitative. Quantitative research aims to measure or explain the relation between vari-
ables while qualitative research tries to find in-depth information or new knowledge about 
one specific situation (Maylor & Blackmon, 2005). According to Saunders, Lewis and 
Thornhill (2007), qualitative research is suitable for an early stage of study. Since there are 
few previous researches studying about clusters of Chinese firms in Europe and our purpose 
is trying to explore this phenomenon and create more attention on this phenomenon, the 
qualitative method is a proper way for this research in order to give the deeper view of de-
scribing the phenomena.  

However, in our purpose to investigate the way they choose locations, we also want to ac-
cess the suitability of the location that they have chosen. To use only qualitative way may 
be not enough to access that kind of information. Consequently, we decide to use quantita-
tive research method as a supplementary to deal with this purpose. Thus, this research is 
conducted by a combination of quantitative and qualitative in order to get the most com-
prehensive information. However, it is dominated by qualitative research since we use 
quantitative research which is in the form of second-hand information for only small part 
of our research. 

3.2 Techniques 

Research technique is the way how data will be collected. In this thesis we use a combina-
tion of technique which is interview, observation and secondary research, which we discuss 
about the technique we use for each country in section 1.3. We do realize that each tech-
nique has its own advantages and disadvantages. Ghauri and Gronhaug (2005) cite that in-
terview has some advantages such as providing the first hand data that is more consistent 
with the purpose of research, and suitable for the research that try to study rationales be-
hind something, which perfectly matches with our research. However, interview has some 
disadvantages such as time and resources consuming, hard to access right respondents and 
highly depend on the ability of researcher (Ghauri & Gronhaug, 2005). We deal with the 
problem about accessing right respondents by snowball sampling technique, which we will 
discuss about it later on. And for the problem about ability of researcher, we solve it by 
reading a lot of books about research in business field. For observation technique, Ghauri 
and Gronhaug (2005) argue that it allows researchers to collect first hand data in a natural 
setting. They also cite about some pitfalls of this technique that it is hard to translate the 
collected data into scientifically useful information. Moreover, the behavior that researchers 
try to observe can be distorted by the participating of researchers. This is not a problem for 
our research since we just want to observe the facility and the availability of some related 
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firm. Thus, nothing can be distorted by our observation. For secondary research or research 
on secondary data, Saunders et al. (2007) cite about its advantages that it requires less time 
and resourced, can provide useful and trustable data if we use a good source, can provide 
comparative and contextual data and can result in unforeseen discoveries. However, it has 
some disadvantages such as mismatching between research purpose since that secondary 
data may be collected under different research purpose, and this affects the way data was 
presented. We can prevent this problem since we carefully select the secondary data to use 
in this research. Research on secondary data may have a problem about data quality since 
researchers have no real control on that data (Saunders et al., 2007). However, this problem 
can be solved by using trustable sources of data. If we know advantages and disadvantages 
of each technique and know the way to deal with advantages, it is very useful to use a com-
bination of these techniques since we can get more comprehensive data (Saunders et al., 
2007) 

 We have two sources of data, which are primary data and secondary data. For primary 
data, we decided to conduct both face-to-face and telephone in-depth interview with firms 
and related organizations. Opdenakker (2006) discusses about advantages and disadvan-
tages of face-to-face interview that we can get less biased data since respondents have less 
time to think about their answers, so they can not put that much feeling into their answer. 
This kind of interview also provides some social cues, which Opdenakker (2006) defines as 
voice, intonation or body language from respondents, which contain some more informa-
tion for researchers. However, he cites that it has some disadvantage as well. Interviewer 
may have some influences on respondents resulting in distorted answer. We deal with this 
problem by trying not to ask any leading question. Problem about language is also a big 
problem for face-to-face interview, but it is not a problem for us since we use Chinese in 
our interviews and we use native speaker as an interviewer. He also cites that researchers 
have to be more concentrated to make sure that they will not miss anything. Thus, we re-
corded all interviewed by permission of respondents. As we have these pitfalls in mind and 
we know the way to deal with them, we can ensure the quality of data that we got from 
face-to-face interview. For telephone interview, Opdenakker (2006) argues that the main 
advantage of telephone interview is that it can give researchers the extended access to re-
spondent with less cost. And this is important for our research since we have limited re-
source with tight time frame. However, he cites that this technique can not provide any so-
cial cues. Anyway, this does not matter that much with our research since we use this tech-
nique in order to get only some background information.  We realize that focus group in-
terview could generate more ideas. According to Ghauri and Gronhaug (2005), focus group 
interview is defined as the interview that has several respondents at the same time, and the 
main task of an interviewer is to initiate a discussion on a certain topic. This technique is 
very useful since an interviewer can ask more question in order to get deeper information 
(Ghauri & Gronhaug, 2005).  However, respondents in this interview are firms which 
might have some secret information and will be less voluntary to participate in the focus 
group interview. The interviews are based on a semi-structured questionnaire, which we 
carefully design in accordance with our theoretical framework. According to Saunders et al. 
(2007), a semi-structured questionnaire provides more flexibility and ability to probe, 
which is perfectly match with out intention since we plan to use probing technique in order 
to get deeper information. Probing means the effort to explore the response that signifi-
cantly relates to the research topic (Saunders et al., 2007). One can use this technique by 
asking deeper question when the respondents say something interesting. Additionally, ques-
tions in the questionnaire are mainly based on “Why” and “How” question in order to 
make it more open, which can significantly increase the possibility to get more ideas. As we 
have a chance to visit the Chinese cluster in Poland, we can also use observation as one 



 

 31 

technique to get some data. Some data such as infrastructure and supporting business can 
be gathered by observation. 

We also use secondary data in both quantitative and qualitative way in order to get more 
information about this phenomenon and to use this information to confirm the informa-
tion we get from our respondents. In the quantitative way, we use statistical data in order to 
see how good the location that firms have chosen is. We use credible sources such as World 
Bank, United Nations (UN), and even the Chinese Business Associations located in some 
European countries and Organization for Economic Co-operation and Development 
(OECD) to get those statistical data. This kind of data allows us to compare each location 
(country) in many aspects. In qualitative way, we use some literatures to support the infor-
mation we got from interviews. After we got all required data, that data will be analyzed 
based on our theoretical framework. 

In order to clarify the way we gather all data, we draw a table to show techniques we use in 
accordance with our research problems (see table 3.1). Our first research problems are as 
follows: 

- Why andWhy andWhy andWhy and how Chinese SMEs undertake the intern how Chinese SMEs undertake the intern how Chinese SMEs undertake the intern how Chinese SMEs undertake the internaaaationalizatitionalizatitionalizatitionalization processes?on processes?on processes?on processes? (Q1) 

In this question, we try to find the real reasons that Chinese companies decide to localize in 
European countries. We can divide this question into two sub-questions. The first one is 
the rationales for internationalizing activity. The latter is the rationales for developing clus-
ter. We will study how they establish the distribution market, including the way they do 
their business, the way they choose location and how good is that location, the way they 
choose customers and service industries (such as TPL) and the way they connect with sup-
pliers and markets. 

- Why Chinese companies develop Why Chinese companies develop Why Chinese companies develop Why Chinese companies develop salessalessalessales offices and distribution clusters in some sp offices and distribution clusters in some sp offices and distribution clusters in some sp offices and distribution clusters in some spe-e-e-e-
cific European countries?cific European countries?cific European countries?cific European countries? (Q2) 

For this question, we explore the reasons why Chinese firms choosing some specific Euro-
pean countries as the location for cluster. 

To approach Q1, we use interview and some secondary data from literatures in a qualitative 
way since this question is about rationales, which can be fulfilled by qualitative research. 
For Q2 which mainly deal with criteria for choosing locations, we use interviews as well as 
secondary data from literatures in a qualitative way by the same reason as Q1. However, we 
use quantitative way by analyzing statistical data in order to access the suitability of location 
as it is a part of Q2 

 

 

 

 

 

Research Research Research Research 
questionquestionquestionquestion    

Research Research Research Research 
methodmethodmethodmethod    

Research techniqueResearch techniqueResearch techniqueResearch technique    

Q1 Qualitative Interview, secondary data( literatures) 
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Q2 Qualitative Interview, secondary data( literatures), observation 

 Quantitative Secondary data (statistical data) 

Table 3.1.... Research methods and techniques- Owned figure  

3.3 Selecting the sample firms and data collecting 

In this paper, we choose Poland, Spain, Portugal and Italy as our research countries because 
there are a lot of Chinese firms located in the sales offices and distribution clusters and the 
clusters have existed for long time in these four countries. Considering the limitation of re-
search resource (i.e. time, cost and personnel), we conduct the empirical research by three 
ways. In Poland, as the main working field for this research, we conduct face-to-face inter-
views with ten different Chinese firms, thus the data are mostly collected by interviews. 
Furthermore, some secondary data will be used as supporting details. For Spain, we carry 
out the research by two telephone in-depth interviews together with the data collected from 
secondary resource. Research on Italy and Portugal are mainly based on the secondary data 
(such as previous researches, articles, newspaper, and internet). Consequently, we focus on 
Poland as a main source of data since it is the only country that we have visited. And data 
from other countries is used for comparing and supporting. To make it easier to under-
stand, we draw a conclusion table showing what we did in those four countries (see table 
3.2) 

In case of Poland, since there located the biggest Chinese product wholesale market in 
Europe, which called GD Poland Distribution Center, we decide to go there and interview 
some Chinese firms in that center. First, we contacted the administrative officer of GD Po-
land Distribution Center, and then we flew to Warsaw and spent a whole day at that center. 
We started at the administrative office and interview one officer in order to get some back-
ground information (such as history, business area, investment scale, etc) on the formation 
of that center. During the interview with the market manager of GD, we know that there 
are total five big buildings in this center at present, and more business buildings are putting 
in the plan. Considering the limit of interview time, we decided to focus on two buildings 
where located most Chinese firms.. We follow the same interview process for these two 
buildings. The first step is to randomly choose one firm to make an interview. However, 
the firm we choose must pass our criteria. Firstly, the interviewees have to be Chinese and 
secondly they must locate there for more than one year to make sure that they can give us 
some insight information. After we finished the first interview, the next respondent is cho-
sen by snowball sampling technique, which means that we let the first respondent recom-
mend the next respondent for us. With a snowball sampling one first make contact with 
one or two persons who are previously identified and then ask these persons to identify fur-
ther interview objects. This continues until there are no new objects to be given or until the 
sample is large enough. By this technique, we can easily approach the right respondent. 
Since there are lots of firms have the sales offices in the same building and not all of them 
are Chinese firms which could be Polish, Vietnamese or Chinese costs us a lot time to dif-
ferentiate the right Chinese firms. In additional, the Chinese firms usually have good con-
tact with each other in the same cluster which can help us to reach right interviewees 
quickly and correctly. Another factor makes us choose the snowball sampling technique is 
that we have some limitations such as time, budget and personnel. All these facts make this 
technique perfectly suitable for us. For the first building, we end up with four interviews. 
Then, we visit the second building by following the same process and end up with six in-
terviews. Thus, we got total ten interviews for one whole day in GD Poland Distribution 
Center, which we think that it is enough since we can see the pattern of answers. The same 
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semi-structured questionnaire is used for those 10 firms, and each interview takes around 
10-15 minutes. All of respondents are owners or co-owner of those firms. We also ask them 
for the permission to record the interview and ask for their contacting information, and this 
is very useful when we have some unclear answers or need more information afterward. 

As Spain is the original country in which the Chinese sales and distribution office cluster is 
firstly built, we decide to collect some primary data. We contact the Chinese Chamber of 
Commerce in Madrid for help, and we conduct an interview with the administrative office 
of one sales and distribution cluster in Madrid in order to get some background informa-
tion about this Chinese cluster in Spain. After that interview we got a list of Chinese firms 
in Madrid which we could do some interview. However, the time limitation and the diffi-
culty to conduct a ten-minutes interview with a Chinese firm which is also doing its daily 
business at the same time makes we cancel the interview plan, instead only using the data 
obtaining from the interview with that administrative office and some secondary data from 
other sources (such as the Chinese newspaper, articles, previous interviews publicized in the 
internet, etc) Thus we can compare with the case in Poland in our analysis part.  

For Italy and Portugal, as described above, we study mainly on secondary data. We collect a 
lot of data from articles, newspapers, previous researches and internet source. Almost all of 
data is only available in Chinese, but it is not a problem for us since one of us is a Chinese. 
We also use some statistical data and some reports from Organization for Economic Co-
operation and Development (OECD) and World Bank to support our study. 

CountryCountryCountryCountry    Data collectionData collectionData collectionData collection    

Poland - Face-to-face interview (10 firms and the administrative office) 

- Secondary data (statistical data and literatures) 

Spain - Telephone interview (Chinese chambers of commerce and the ad-
ministrative office of one wholesale market) 

- Secondary data (literatures) 

Portugal - Secondary data (literature and past research) 

Italy - Secondary data (literature and past research) 

Table 3.2 Data collection for each country- Owned figure 

 

We argue that the way we use to collect data is in an acceptable standard of scientific re-
search since we have some criteria which are sufficient for choosing right respondents for 
our interviews. Moreover, Maylor and Blackmon (2005) claim that the sample group that 
we use in a qualitative should represent the concept of study not population that we try to 
study, and in practical many research use a convenience sampling technique for this kind of 
research. Consequently, the administrative office of one wholesale market in Spain and 10 
firms in Poland which pass our criteria together with the secondary data should be enough 
to get useful and relevant information for this research. 

3.4 Validity 

There are two types of validity which are internal validity and external validity (Maylor & 
Blackmon, 2005). The internal validity concerns about the ability of the research to answer 
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research problems and reach research purpose. To reach internal validity, we try to find and 
study relevant literatures to get general idea about what we are doing. Then, we carefully 
design our questionnaire based on our theoretical framework to ensure that we can get the 
desired information. The snowball sampling technique that we use can also aid us since it 
allow us to contact with the right person, which is very important to get the right answers 
and in turn increase internal validity. In addition, we use Chinese as a main language in in-
terview, which not only can reduce problem about interpretation but also can make the re-
spondents be more opened mind. And most of the owners of the Chinese firms are low 
educated and can not speak English. In an analyzing process, information we got from in-
terviews will be combined with secondary data, and we will analyze it base on the theoreti-
cal framework. Therefore we believe that our research reach internal validity. 

The external validity concerns about the generalizability of the research. According to 
Saunders et al. (2007), the generalizability is not a main concern of qualitative research 
since it aims more to get deeper knowledge that to generalize, and this perfectly matches 
with our purpose. However, according to Maylor and Blackmon (2005), for the generaliza-
bility of qualitative research, “it is possible to learn from a sample of one (or ever fewer) by 
thinking about areas where the findings of a similar piece of work may be similar, and 
where its particular circumstances would make it different (For example different competi-
tive/legislative/geographical environment)” (Maylor & Blackmon, 2005: 363)  

3.5 Reliability 

According to Healey and Rawlinson (1994), reliability is defined as a possibility that the 
same information will be gathered if the same research is conducted by other researchers. 
However, Marshall and Rossman (1999) argue that qualitative research is not necessarily 
intended to be repeatable since it reflects reality at the time it was conducted, in a situation 
which may be subject to change. Therefore, the main concern about reliability of qualita-
tive research, which dominates this research, is about bias. Saunders et al. (2007), cite that 
there are several sources of bias such as interviewer bias, interviewee bias and interpretation 
bias. Interviewer bias is caused by the interviewer as he/she try to influence the way respon-
dents answer the question by verbal or non-verbal language. We try to reduce this kind of 
bias by trying not to guide any answer for respondents and avoid leading- questions. Inter-
viewee bias may be caused by an interviewer who tries to influence an interviewee, which 
we have already discussed. Bad perception about the interviewer and bad timing of inter-
view can also cause this kind of bias, and we try to avoid this by being very polite and keep-
ing the time limit in mind. Interpretation bias is caused by misinterpretation of both the 
interviewer and interviewee. For the misinterpretation by the interviewer, we deal with this 
problem by confirming the answer during the interview, recording the interview under the 
permission of the respondent and making a call if we have a problem about unclear answers 
after the interview. For the latter case, we use Chinese as a main language for interview to 
avoid the problem about language barrier. Therefore, we believe that our research is in an 
acceptable level of reliability for qualitative research.  
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4 Empirical Study 

The latest trend of globalization is the Chinese enterprises coming to Europe. The Euro-
pean Union replaced the United States as China's largest trading partner. (EU remains 
China's top trade partner, 2005) Today, it is not strange that in the traditional textile in-
dustrial district of Prato (Italy), the language of the cafés may not be Italian but Chinese, so 
for many street signs and newspapers too. Since more than 2,000 Chinese-owned enter-
prises have recreated Prato's textile industry. In the past few years, the Chinese population 
in the city has increased from just a few hundred to about 10,000. (Ehlers, 2006) 

Thousands kilometers north, in a Swedish town of Kalma, a Chinese entrepreneur is plan-
ning to invest over • 10 million to build a business and tourism center for Chinese firms. 
The purpose is to provide a meeting point for Swedes who are planning a venture into 
China, but also a base for Chinese investors looking to launch in Europe. (Johansson, 
2006) 

Similar projects will be found over the whole European continent. Some of them are fin-
ished, others are still in the planning or building phase. Spain, Italy, Portugal, Poland, 
Hungary, Britain, Ukraine…Most Chinese firms who are localized in those countries are 
small and medium size and the common way they use to enter into Europe Markets is ei-
ther by immigration of the Chinese entrepreneur or direct investment to set up a sales 
agency. “Chinese immigrants consider Europe a kind of chessboard across which they can 
move about freely. As a result of their strong family ties and networks, they have start-up 
possibilities all over the continent,” says a China expert Antonaella Ceccagno, head of 
Prato’s immigration board in Italy. (Ehlers, 2006) 

Usually Chinese choose to establish firms in a country or area where they have found a fa-
miliar culture of family-run microbusinesses. (Oliveira, 2003)  In practice, that's often 
meant the south and East Europe where the family SMEs and single boutiques are very ac-
tive and perform an important role in the local market.  

4.1 Poland: New market base for Chinese businessman 

4.1.1 General information on Poland 

The EU's new member states in Eastern Europe offer a cheap base and an easy route into 
the continent’s market. One example is Poland. Poland (Republic of Poland) is a country 
in central Europe with 38.5 million inhabitants (UN, 2005). In 1980s, Poland had a big 
change in 1988, the new government reduced some restriction on foreign and joint owner-
ship to encourage more export production. This policy seemed to be good and successful, 
however, the foreign debt and inflation became a big problem for Poland. Although, the 
economic crisis that the post-communist governments inherited in Poland is very severe, 
Poland has been recognizing as one of leading countries in east and central Europe (Poland 
overview of economy, 2006). Nowadays, Poland has a free market and already joined the 
European Union (EU) in May 2004, and this is a further step of development of Poland. 
In macro economic view, Poland’s economy is quite stable with inflation rate at 2.94 per-
cent in 2004 compare with 250 percent in 1989 (OECD and Jackson et al., 2005). In term 
of GDP and per capita GDP in 2004, there is an increase by 9.25 and 9.32 percent respec-
tively, and this is very good since it is almost two digit growth (OECD). However, Poland 
has a problem about high unemployment rate, in 2004 the unemployment rate is 18.8 per-
cent (OECD). Another problem is a large surplus of imports over exports, in 2003 imports 
amounted 68 billion dollars while exports amounted only 53.6 billion dollars. However, it 
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is important to point out that the import surplus is not derived from consumer goods but 
mainly from industrial imports that are intended to facilitate the continued development of 
the Polish economy (Poland overview of economy, 2006). The fact that Poland is going 
well with its economic development and that joining EU will significantly improve Po-
land’s economy makes Poland becomes a very attracting country for foreign investor. This 
section aims to give general idea about Poland as a host country for Chinese firms from the 
localization point of view. However, comparison between Poland and other countries will 
be discussed in the analysis chapter 

4.1.2 GD Poland Distribution Center 

GD Poland Distribution Center Ltd. known as Chinese Trade Center is located in Wólka 
Kosowskak, about 25 kilometers from Warsaw in direction of Radom. GD is the largest 
distribution location in middle-eastern Europe for goods and products made in China and 
whole Asia. The center has initiated its activity in September 1994 as a FDI ( Foreign Di-
rect Investment) project by a state-owned firm in China. Today the center is privatized by 
several Chinese entrepreneurs    and the whole investment has reached over 50 millions US 
dollars and is situated on 200 thousands sq. meter. There are 650 operating firms which are 
spreading within 5 trade buildings and selling surfaces range from 75 to 249 sq. meters 
each. There located additional 3 warehouses, one hotel, banks, post office and exchange of-
fices by which GD supplies a convenient platform for both buyers and sellers. In order to 
ease the clients searching the proper products, the center was divided into segments basing 
on the types of offered products, for example: clothes, shoes, small consuming commodities 
etc. Although the operating firms having different nationalities, for example, Chinese, 
Vietnamese, Turkish, Indian and Polish, products are mainly made in China and are sold 
directly by producers or importers thus making its price very competitive for customers. 
Over 10 years development, GD has become the biggest distribution center in the middle-
eastern Europe and been visited by customers not only from Poland but also the neighbor 
countries, such as Ukraine, Latvia, Lithuanian, Russian and some other Baltic and East 
European countries. According to the statistic supplied by GD, there are over 2000 vehicles 
visiting this center every day. Today there are about 200 Chinese firms located here and do-
ing business with various customers. Since this paper mainly focuses on the Chinese com-
panies, the interviews are conducted among only Chinese firms. We interview 10 Chinese 
firms and the summary of each interview are followed: 

Firm 1Firm 1Firm 1Firm 1: This firm is a textile products importer and wholesaler. The firm owner had the 
experience as electronic product manufacturer for five years in China. Three years ago, feel-
ing the great potential in the international trade he sold the factory and came to Spain. In 
Spain, he started the business as a textile products importer and wholesaler. Since Spanish 
market became very fierce the recent years, he visited several European sales offices and dis-
tribution cluster to explore new market opportunity.  With the help of some friends, two 
years ago, he moved to Poland and localized in GD. So far, he has employed three Polish 
workers to help him with the sales and goods handling. The rationale for him to move 
abroad is to explore new market. He believes that Poland as a developing country and good 
geographic connection with neighbor countries has the great purchasing potential. For him, 
the most difficult part to enter into Poland is the language barrier since he has the Hong 
Kong passport which enables him to get resident permission easily compared to other Chi-
nese entrepreneurs. Today, he can speak some simple business Polish with his customers 
who are most from Poland but some from Ukraine and Latvia. Most of his customers are 
owners of small shops but there are also some second wholesalers who buy goods from him. 
He uses only sea carrier when import goods from China. The way to delivery goods are ar-
ranged by customers themselves, usually by their own vehicles. He feels the competition in 
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GD becomes hotter and hotter based on product variety, product update and “brands” 
product.(copy of famous brands or similar design). However, the relationship with other 
Chinese firms here is described by him as both friends and competitors. Except the ac-
counting service he has to buy since it is the law in Poland, he seldom buys other services 
such as logistics or law. The most obvious benefit he has got by localized in GD is the ac-
cess to mass customers and the relatively low transaction costs in Poland. Besides, he can re-
sponse the East Europe market and customer tastes in a better way.  

Firm2Firm2Firm2Firm2: This firm is a clothes importer and wholesaler from Taiwan. We interview the sales 
manager who is a Chinese employed in this company together with three Polish employees 
since the firm was localized in Poland. Although the owner of the company is from Tai-
wan, its mother-firm is settled down in China Mainland in the form of a trade firm. The 
Polish subsidiary has been built for 5 years. The firm has no own factory in China and per-
forms as a pure importer. Firm 2 is the supplier for some supper-markets in Poland and 
even some Vietnamese who are also wholesalers in GD purchase products from firm 2. 
Firm 2 imports average 2-3 containers by sea carrier from China each month.  The reason 
to set up a sales office here is to explore new market and get close contact with customers. 
For firm 2, the most difficult part is not the language since the sales manager has lived in 
Poland for long time but the political barriers which include the tax, quotation for textile 
products and the customs clearance. Also feeling the more and more fierce competition in 
Poland, price and product variety are the basic competitive advantages firm 2 believes. Ac-
counting, logistics services are the most common service firm 2 purchases in Poland. For 
the big super-markets customers, firm 2 usually supplies them by “order to delivery”. Other 
customers buy the goods directly from the sales office in GD. The benefits and reason why 
firm 2 chose to localize in GD is the relatively low competition and the customer network 
covering the whole East and Middle Europe countries. 

Firm 3Firm 3Firm 3Firm 3: This firm is a textile products importer and wholesaler. He followed a friend to Po-
land in 1999 and localized in this center since that time. Before he started his own business 
in Poland, he had worked for a state-owned export company for 20 years. Therefore he has 
very stable relationship with many suppliers in China. The driving force of starting new 
business abroad was that the old state-owned firm became less and less competitive in the 
market economics, and the desire to look for more business opportunity overseas. By regis-
ter a new firm in Poland, he got the resident permission to stay. After 6 years, it shows that 
he made a right decision. Today his customers are all over Poland and even from the 
neighbor countries. Most of them are small retailers but some are second wholesalers who 
also are localized in this center. Each year, he imports about 10-15 containers by sea to 
supply his customers. The toughest thing for him when he started business here was the 
language barrier and the local regulation on tax, tariff etc. He described the competition in 
this area “from the very low degree in the end of 1990’s to the medium degree today.” since 
there comes more and more Chinese firms to Eastern Europe. “The competition of textile 
products here is based on price”, he says. The relationship to other Chinese firms is both 
friends and competitors. The reason of why he chose to localize in GD is the access to mass 
customers and large market demand potential since Poland is still not so developed com-
pared to other west European countries. The benefits he obtained by internationalization 
and localization in Poland are mainly economic benefit. 

Firm 4: Firm 4: Firm 4: Firm 4: Shoes importer and wholesaler. It is a typical family business. There are three Chi-
nese employees who are relatives to each other and two Polish workers who help the com-
munication with customers and some heavy work (such as loading and unloading goods in 
their warehouse). This firm is a beginner in Poland with only one year experience in GD. 
However, before moving here they have over 10 years experience as wholesaler in Ukraine. 
There are several motivations why they moved to Poland. Firstly, since it happens often 
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that Chinese businessmen are kidnapped or even killed in Ukraine, they are looking for 
somewhere with stable and security business environment. Secondly, there is relatively less 
Chinese businessmen in Poland, which means low degree of competition in this area at-
tracts them to move here. Thirdly, Poland is a good location to keep their old customers 
since it is convenient for their customers to visit them in Poland. Finally, the language and 
culture between Ukraine and Poland are not so different that makes them adapt the new 
host country easily. The initial motivations of doing business in foreign countries are the 
severe domestic competition in China and the expectation to find more opportunity 
abroad. With the help of relatives, they re-localized in GD by register a new company. 
Language is still the tough part for Firm4 during the internationalization process. And the 
cultural conflicts are identified by Firm4. For example, they felt that Chinese employees do 
not mind to work overtime when it is necessary. However, Polish workers are very sensitive 
about working hour. Firm 4 evaluated the new location as “medium degree competition” 
and the market competition are mainly based on product variety, the product update and if 
they are “brand” products (i.e. the copy of some famous brands or similar design). Like 
other Chinese companies here, they buy the accounting and logistics service from private or 
local firms. The benefits they gain by internationalization and localization abroad are profit 
they earn by accessing more customers and feeling safe. 

Firm5Firm5Firm5Firm5: Glasses manufacturer and small commodities importer and wholesaler. Having six-
teen years experience as a glasses manufacturer in China, he and his business partner visited 
GD four years ago. Three months later, they made a decision: establishing a sale office in 
Poland and like other Chinese firms here, they only import products from China. Year 
2003, they localized in GD. Besides products from their own factory, they sell some small 
commodities, such as belts, watches, clocks, and etc. The purpose of internationalization of 
firm 4 is to explore new market and better adapt the demands of overseas customers. How-
ever, the business did not go well as they expected. Since the goods they imported in the 
beginning were not fit for the local customer tastes, several containers’ goods became dead 
stock. The loss is up to several hundred thousand US dollars. His partner lost his belief on 
the overseas market and withdrew his investment year 2005. Now he is the only owner of 
the sales office in Poland but they still keep the partnership in China. In the Year 2006 the 
business turned to increase. He gets more customers and the goods are more fit the local 
tastes. Asking the most difficult thing during the internationalization, he feels it is the lack 
of the knowledge of the new market and supplying proper goods to fit the new market de-
mand. Secondly, there is the language barrier. He employed one Polish employee and a 
Chinese translator to help the business. Most of his customers are small retailers in Poland. 
They visit the center by their own cars, pay cash and go back with full of goods in their 
cars. Firm 5 feels that the Polish market demand is one step behind the demand in west 
Europe countries. “ It feels that the last year’s design in Spain and Italy market becomes 
this year’s fashion here.” he said. When he localized in this center, he was the only glasses 
product supplier. Today, the competition becomes much more intense. After three years 
adaptation and learning, both fail and success experience, he has stable selling value and 
own customers.  

Firm6Firm6Firm6Firm6: Clothes and shoe products wholesaler, and a subsidiary of a Chinese trade company 
which is localized in Czech Republic. The interviewee is the sales manager and co-owner in 
Poland subsidiary. In the year 2000 he came to Poland and built the sales office as a sub-
sidiary company of a Chinese company in Czech. Before he left China, he had his own 
business as a wholesaler in the textile industry for over 10 years. Feeling the less and less po-
tential market share in China, he followed his friends to Europe and restarted the wholesal-
ing business in Czech. Six years ago, hearing the market potential in Poland from friends, 
he went to Poland and registered this firm. Now he is not only the supplier for some big 



 

 39 

super-market customers, but also many wholesalers in this center buy products from him. 
Looking back the abroad experience, he feels the most difficult part is to learn a new lan-
guage which is the tool to conquer the new market. “When you can communicate directly 
with your customers, you understand best what they want,” he makes a conclusion. Fur-
thermore, the visa and resident permission are also problems for a Chinese entrepreneur 
launching the foreign market. “It’s very hard to get the resident permission for Chinese in 
Poland” he shakes his head. On the other side, he confesses that the difficulty to enter into 
Polish market lowers the competition degree in Poland. He believes that the price and new 
products are the competitive advantage in this center. He has the same feeling that market 
demand for new products and design in Poland is a bit later than other European countries. 
Usually, the products from China are imported only by Czech mother-firm by sea mode. 
Then the mother-firm sends the goods in containers through road transportation to firm 6. 
When his super-market customers order, he sends the order to Czech and the headquarter 
will delivery the order to customers directly. To these second wholesaler customers, since 
most of them are localized in this center, they take the goods in his sales office. The good 
thing to set up a sales office in GD is to access to mass customers and increasing selling 
value. “That is what a businessman wants”, he says. 

Firm7Firm7Firm7Firm7: Textile (towels, blankets) products wholesaler and importer. Before he localized in 
Poland, he had been a wholesaler in South Africa for 8 years. Two years ago, with help of 
some friends, he settled down in Poland. Now he employs three Polish workers and a Chi-
nese who is newly arriving. The reason for going abroad is exploring new market and mak-
ing money. His experience in South Africa did not help him that much in the new market 
since there was big difference between these two countries. Thus, the language, and the lack 
of knowledge of the new market are most difficult part for him while starting business in 
Poland. His customers are mainly small retailers and even second wholesalers from Poland 
and neighbor countries. Sea carrier is the only transport mode he uses to import goods. For 
the towel and blankets, the demand is influenced much by the weather. The competition is 
hot and mainly based on price and product quality since there are many Chinese business-
men selling the same products. Moving to Poland is the consideration of reducing transac-
tion costs and the huge market potential.                

Firm 8Firm 8Firm 8Firm 8: Textile (towels, blankets) products wholesaler and importer. But difference from 
firm7, the owner of firm8 has been in Poland for over 10 years. In the beginning, he was 
working for a state-owned company which had business collaboration with the Polish com-
pany. Five years ago, the state-owned firm was privatized and he became one of the owners 
and is responsible for the sales office in Poland. Firm 8 has not built his own factories in 
China but he has close relationship with several textile factories. “They are all old friends 
and we knew each other very well before I left China.” Thus he sells good quality products 
with good price. Since he has been in Poland for long time, language is not problem for 
him, while the local regulations is big barrier for the firm importing goods, for example, the 
customs clearance is a big problem for him. If he has to do the customs clearance himself, it 
will be very time-consuming and costly. There are some local firms help the firm doing the 
service with something called “grey customs clearance”. However, the value which declares 
in the paper is much lower than the actual value, thus there is a problem to pay his suppli-
ers in China. Evaluating if a location is a good or not for being sales and distribution office, 
the most important factor is the customer flows, he concludes. How ease to access to mass 
customers is the key to be a successful wholesaler. Another important factor is the market 
demand. And Poland has both two advantages, therefore he localized here. He also feels the 
competition is very fierce now compares to the time when he began the business. On the 
other hand, the center becomes more famous as a distribution center and attracting more 
customers. 
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Firm 9Firm 9Firm 9Firm 9: Textile products (underwear and night clothes) importer and wholesaler. Firm 9 is 
a sales office of a Chinese firm which is localized in Austria. Although they are new comer 
in GD (they came to Poland last year), they have 10 years experience as wholesaler in Aus-
tria and Hungary. They have their own manufactory in China which supplies 30-40 con-
tainers each year by sea transport mode. The rationale for them to settle down in Europe is 
to explore new market and better adapt the oversea market. Register a new firm in the host 
country is the way they internalize. During the process, the help of relatives and friends are 
very important. Language barrier is the tough part to know a new market. As they choose a 
location, the most important factors are the competition degrees and transaction costs. The 
Polish market is qualified. Except some old customers, their customers are most second 
wholesalers in the center and some big super-market customers. The competition in GD is 
relatively lower than that in Hungary, which is the main reason why they moved here. Be-
cause it is still a short time being localized here, it is hard to say what benefits they have ob-
tained. But one thing is certain: there are more customers and less competition. Since the 
customers are not only from Poland but many of them are from neighbor countries, it is a 
good location to contact more customers and find more business chances. 

Firm 10Firm 10Firm 10Firm 10: Women’s Clothes wholesaler and importer. The owner of firm 10 has no experi-
ence before she started her own business here. Three years ago, she married with a Chinese 
businessman who is engaged in the international business for long time and has a sales of-
fice in GD since the GD was built. With the help of her family, she started her own clothes 
business two years ago. Different from other Chinese firms, she only sells high price clothes 
with high quality and latest design. She uses the air carrier to import her goods which is 
very uncommon in GD since most importer use only sea mode. And her customers are 
only small retailers who search something really nice and a bit expensive. Language is the 
big problem for her as well. She speaks English but it does not help so much since most 
customers speak only Polish. The competition is very fierce in this center especially for the 
traditional commodities (such as textile products, shoes etc). For her products, the competi-
tion is mainly based on the design and quality. Choosing GD is because it is the biggest 
one in Poland that enhances her to contact many customers. Furthermore, there are lots of 
Chinese firms cluster in this location, she gets more information on her competitors and 
market demand. Lastly, her husband’s company is also localized here, “which makes me feel 
safe”, she says. 

4.2 Portugal & Spain: from convenient stores to wholesale 
market 

The ways by which Chinese entrepreneurs entering the local market and finally being local-
ized in the sales offices and distribution clusters (wholesale market) are very similar both in 
Portugal and Spain. Therefore, we discuss these two countries in the same chapter. 

4.2.1 Portugal 

Early as in the middle of the twentieth century, Chinese were already residence in Portugal 
in small communities, but it was not until the 1980s that they started to immigrate in lar-
ger numbers. Different from the majority of non-European foreigners, Chinese are more 
likely to be own-employed. The first generation of Chinese immigrants is mostly engaged 
in the restaurant industry. However, from the beginning of 1990s, there were more Chi-
nese businessmen came to Portugal with full of money which they earned in China and set-
tled down to explore the Portugal Market. Twenty years later, depending on the strong 
connecting and support from the home country, the wholesaling and retailing industry of 
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Chinese commodities are the most important business among the Chinese in Portugal. Like 
being in other host societies, Chinese entrepreneurs in Portugal, are mainly dependent on 
family labor and co-ethnic workers. In a survey carried by Oliveira, “the majority (68.8%) 
of Chinese entrepreneurs, before starting their own business, got a job in Portugal through 
co-ethnic contacts (friends or relatives). And 48,7% of them declared to prefer recruiting 
co-ethnic workers. The lack of fluency in Portuguese and ‘trust in workers’ are the main 
reason to that dependency.” (Oliveira, 2003) Chinese in Portugal consist of a heterogene-
ous structure: a group of legal immigrants as opposed to the so-called illegal; a highly skilled 
group of students and scholars as opposed to the group of entrepreneurs, frequently un-
skilled; a population of ethnic Chinese having a Western lifestyle, for example the second 
generation or the so-called twice migrants (from Mozambique and elsewhere); and the 
group that remains relatively closed and culturally oriented towards China. Most Chinese 
immigrant firms are small or medium sized and organized by members within one family. 
The experience and knowledge acquired in the family business is an inheritance which is 
put to use in building up new businesses. (Oliveira, 2003) 

The first generation of Chinese enterprises with China mainland origin or background 
started at the beginning of 1990s. In 1992, the Portugal government authorized the illegal 
immigrants and gave them the legal residence permission. A lot of illegal Chinese immi-
grants who came from the neighbor countries, such as France, Belgium and Holland rushed 
into Portugal and built new homes there. Most of them were low educated and have the 
language problem. Besides working in the Chinese restaurant, some of them made a living 
by selling cheap Chinese products which they imported from China in the streets or out-
side markets. After several years initial assembling, they opened convenience stores full of 
low price products. The local inhabits called these stores “three hundred Escudo store” 
(three hundred Escudo are valued as 1 USD.) This is the first step of some Chinese firms 
setting their foot abroad. As more and more Chinese are investing in the retail industry, 
they choose to locate their stores together-“convenience shopping streets.” This model is 
copied not only among Chinese immigrants but also by other non-EU immigrants, such as 
Indian, Vietnamese. The large demand for cheap Chinese products and the strong connec-
tion with China Mainland which ensures a quick and smooth supply of products from 
China became direct incentives for Chinese entrepreneurs performing as wholesalers and 
distributors for those local retailers and even businessmen from neighbor countries. Again, 
those Chinese wholesalers and importers chose to locate together in order to attract more 
customers. During the last twenty years Chinese entrepreneurs have spread throughout the 
country – three distribution centers was built to supply the market of Portugal and even 
neighbor countries, such as Spain. In Mouraria, an old building near the historical centre of 
Lisbon, Chinese invested it as sales offices and distribution center to many local retailers. 
The other two Chinese commodity wholesale markets are located in Portu Alto in Lisbon 
in the South and Vila de Conde in Porto in the North. With numerous new products and 
new marketing strategies, the new coming Chinese entrepreneurs establish trade links with 
co-ethnic entrepreneurs who are residing in other host societies in Europe. (Anonymous, 
2006) 

In a report form the local Chinese newspaper, the characters of Portugal Chinese enter-
prises are: 

- Most of Chinese enterprises are engaged in the consuming products (such as clothes, tex-
tile, shoes, and other small commodities), either in the form of convenience stores or per-
forming as wholesalers. 

- China is the big production factory. The Portugal Chinese firms either directly import 
from China or invest factories in China to produce by their own factories.  
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- The distribution and wholesale industry which are managed most by Chinese firms devel-
ops rapidly the recent years. 

- There are some organizations such as Chinese chamber of Commerce help and guide the 
Chinese firms to work together, regularly exchange information and cooperate with each 
other. (Yang, 2006)   

4.2.2 Spain 

Spain is a well known country in Southwestern Europe with over 40 million populations. 
Spain has been transformed in the last three decades from a rural, backward, agricultural 
country into a nation with a diversified economy with strong manufacturing and service 
sectors. Spain joined the European Union in 1986 and made a record of being the world’s 
fastest growing economies during 1986 and 1991. However, in the early 1990s Spain ex-
perienced economic recession and was one of the worst cases in European Union resulting 
in falling outputs, rising inflation and rising government budget deficit. The situation be-
came worse since in the year 1993 all countries in EU started competing on the basis of real 
competitive advantage by canceling all tariffs and quotas. This caused more pain for Spain 
since high inflation made Spain become less competitive. During that period, Spain needed 
a lot of investment for infrastructure such as roads, railroads, airports, water supply and 
communication. Spain has made great economic progress in recent decades but it still lag 
behind most of countries in Western Europe. The fact that Spain’s industrial sector is based 
on low technology, small family owned business is one root cause for that handicap. Spain 
has big problems about debt (both private and public) and low technology in industry sec-
tor. (The Economist, April 19, 2002) However, the recent government of Spain has pre-
sented an ambitious national reform program since last year. Under this program, they 
promise to improve the education system and doubling the country’s expenditure in re-
search and development, which is very important for the future of Spain (Graff, 2006). In 
sum, although Spain has some root problems it still be an interesting country as it still have 
a good sign for future.     

During the past 15 years, the Chinese immigrant in Spain has grown significantly. Now it 
ranks fourth among the migrant groups from non-European Union (EU) countries.(Nieto, 
2003). Similar situation as in Portugal, the reason why Chinese settle down in Spain are 
greatly influenced by the immigrant policy. Year 2000, 2002 and 2005, the Spanish gov-
ernment three times authorized the legalization of illegal immigrants and foreign labors. 
Today, there are over one hundred thousand Chinese living and working in Spain as legal 
immigrants. Over 70% of them come from the same area of China: Wenzhou in Zhejiang 
province. As a consequence, most of Chinese immigrants choose to be self-employed since 
the poor language level makes them hard to find a proper job. Restaurants, textile and 
leather-products (such as shoes, handbags…) industries are three main industries where 
Chinese enterprises are very active in Spain. Most Chinese firms are located in Madrid and 
Barcelona. In the urban area of the two cities are the commercial districts where Chinese 
enterprises invest retail/convenient stores or perform as wholesalers/importers. While the 
suburb becomes industry district in which the production and warehouse activities take 
place. (The data are supplied by the Chinese chambers of commerce) In this paper, we in-
terview one of the wholesale markets in Fuenlabrada in Madrid. Like other sales and distri-
bution offices cluster, this wholesale market is also called “China Center” since the 80% 
firms localized in this center are from China and most productions sold here are made in 
China. The investor is a Chinese entrepreneur and the total investment is over twenty mil-
lion US dollars. This center is situated on six thousands sq. meter and more than one hun-
dred Chinese businessmen setting their sales agencies here. Most of them are engaged in the 
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textile, shoe, leather and other small commodities industries. This center was relative new 
compared to other similar cluster in Spain and was put into use in 2003. Thus, according 
to the introduction of the administrative office of this market, the situation of the Chinese 
firms is very similar with those in Poland. Some of them are moved from the old clusters, 
but many of Chinese firms are new comings and performed in the Spanish market for not 
long time. 

In general, the Chinese firms who located in the sales and distribution office cluster in 
Spain and Portugal can be divided into two groups according to their background and the 
way of internationalization. The first group is the Chinese immigrants who came to the 
host countries at early time of 90’s. Most of them had the experience either as the owner of 
a retail store or working or managing in other industries (such as restaurant). However, 
they did not have the experience as wholesaler before they set their sales offices in the clus-
ter. Another group of Chinese entrepreneurs is quite similar with that in Poland. They 
came to Spain or Portugal either by the help of relatives or friends who might have settled 
down here for quite long time or by direct investment in the host country. Those entrepre-
neurs are successful wholesaler/exporters or manufacturers in China or other countries be-
fore they moved to host country. The rationales that they left China are mainly to search 
more business opportunities and avoid the fierce competition in domestic market. Since it 
is relatively easy to get visa or resident permission to these two countries (with the help of 
relatives or friends who already have the permanent resident permission), many Chinese 
firms chose Spain or Portugal as the first step to enter the whole Europe market. Further-
more, there are enormous market demands for cheap Chinese products and the retail in-
dustry is dominated by many single boutiques which are the main customers to the clusters. 
Additionally, although the language is very different from Chinese and always the barrier in 
the beginning, it will be overcome with the help of co-ethic firms in the clusters or relatives 
and friends who have been the host countries for long time. The big problem now within 
Chinese firms in those two countries is the hostile from local entrepreneurs and inhabits 
which is often resulted from the cultural conflicts between Chinese firms and host countries. 
Another dilemma is the high competition degree in these two countries since there are most 
Chinese firms located there.    I  

4.3 Italy: Pronto Moda 

The sales offices and distribution clusters in Italy are very similar with those in Poland, 
Spain and Portugal in the way how clusters form and the rationales why Chinese firms 
chose to locate in the cluster. Additionally, the ways that Chinese entrepreneurs interna-
tionalize to Italy are also very like the case in Spain and Portugal. Yet, we found some inter-
esting points in the internationalization process of Chinese firms in Italy, which is very dif-
ferent from the other three countries. 

The number of immigrants of Chinese origin has grown rapidly over the last 20 years, ei-
ther directly or via other European countries, such as France and Holland — can be dated 
from the early 1980s. Most of the immigrants are unskilled workers originating almost ex-
clusively from the south-eastern Chinese province of Zhejiang arrived in the country, after 
the family-based chains of emigration. Today, the Chinese migrant community shows the 
strongest entrepreneurial aptitude, and, according to recent national data, accounts for the 
largest number of small business owners among non-European Union (EU) immigrants in 
Italy. Instead of the traditional restaurant and catering industry which are the most com-
mon work Chinese are engaged in abroad, Chinese in Italy are mainly active in the areas of 
the production of ready-to-wear garments, leather garments and bags, and woolen sweaters. 
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They work from performing only simple manufacturing tasks for Italian suppliers to actu-
ally managing the entire production process in the garment sector. (Ceccagno, 2004) 

Tuscany and Prato are two Italian regions with the greatest concentration of Chinese. Their 
migration to Tuscany was due to economic motivations, and they found in the garment 
and leather industries of the region a suitable field for their enterprise. Most Chinese in 
Prato come from Wenzhou in Zhejiang Province, 370 kilometers south of Shanghai. The 
people in Wenzhou are called the “Easter Jews” since doing business and exploring new 
business are the nature in their blood. In the 1980s, when the market economic began in-
fluence China, the people from Wenzhou borrowed money at high interest rates and went 
to Europe for new business chances. 

In the article of the “Made in Italy at Chinese Price”, the Ehlers describes that most of It-
aly’s 16,000-member Chinese community lives in Prato, a city near Florence built around 
the textile industry. In the Beginning, the first generation of Chinese firms in Prato are 
such called “family factory”  by which the Chinese make woolens and leather goods for Ital-
ian subcontractors who then sold the merchandise to famous brands designers like Gucci 
and Versace. Chinese take jobs the Italians are not willing to do and by this the products 
still maintain the reputation of "Made in Italy" but at much lower costs to remain the 
competitive in the global market. But then this area encountered the crisis in the textile in-
dustry and Prato lost 5,000 jobs. A few Italians moved their production to the East and the 
Far East, while others shifted their focus to high-quality yarns and fabrics. Meanwhile, 
more and more Chinese were following in their relatives' footsteps to Italy. They were 
cheaper than Italian workers and faster than Chinese workers in China. They became com-
petitors but also suppliers, penetrating the supplier industry and taking over their contracts 
and factories. It was their first chess move in a struggle for independence. 

Then the second wave of the development of Chinese enterprises comes. Some successful 
Chinese entrepreneurs who survive and win in the competition against local firms start to 
buy up dying companies to form trading companies and, most importantly, produce their 
own fashion in their own companies and set their own prices for their goods. Their biggest 
competitive advantage is that they can produce locally but at Chinese prices and are ex-
tremely flexible. Instead of waiting weeks for containers and paying import duties, custom-
ers can buy merchandise directly from local Chinese-owned firms since merchandise that in 
many cases can be produced in a single night. Best of all, the labels say "Made in Italy," a 
synonym for style and quality. "They have completely reshaped the city's industrial zone 
with this invention," says Antonella Ceccagno. "Prato used to be a textile city. Today it is a 
low-cost fashion district." The Chinese invention is called “Pronto Moda.” The character 
of Pronto Moda is inexpensive. Its approach is straightforward and effective. The Chinese 
bosses hire Italian fashion illustrators who are more expensive than their Chinese counter-
parts but have the necessary taste and experience with fashion to imitate but not exactly 
copying the latest trends. By using the flip in some fashion books and magazines, or/and 
scan the designers' Web sites on the Internet, the Chinese bosses point out photos that in-
terest them, tell the illustrators what need to be tweaked or modified and using half a day to 
produce the new illustrations, which are then dispatched to low-wage workers who sew to-
gether the new "creations" in the factories. BY this way, the Chinese products flood the 
market within days after the latest Milan and Paris fashion shows. Eighty percent of their 
customers are wholesalers from neighboring European countries. They come to Italy's Chi-
nese producers to buy flowered T-shirts, viscose blouses and sequined jeans, pay cash, load 
the merchandise into their cars and drive home to Germany, Poland or France. The mer-
chandise, which has a relatively short shelf life, ends up in discount department stores, on 
bargain tables and in street markets. (Ehlers, 2006) 
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5 Analysis 

5.1 Internationalization 

In this part, we will compare the internationalization theories in the literature review with 
the results we get from our research and find if there are some similar points or differences 
between the theoretical internationalization and the Chinese model. 

5.1.1 Type of Chinese firms in the internationalization process 

Dunning (1993) classifies the types of firms which carry out international activities into re-
source seeker, market seeker, efficiency seeker and strategic assets or capacity seeker accord-
ing to the purpose of internationalization. In this paper, we found that the majority of 
Chinese enterprises which left China are the market seekers. Based on the second-hand data 
and field research, we found that the Chinese firms which are engaged in the sales and dis-
tribution industry can be divided into three types: 

- shift from other industries i.e. restaurant , retailer in host country 

-  wholesaler in other countries ( either in Europe or other non-Europe country) 

- Wholesaler/exporter in China 

The main rationale why they left the previous industry and countries is the fierce competi-
tion in the earlier market, feeling the buying potential in the present market and searching 
opportunity in the new host country. Many of Chinese entrepreneurs are following their 
friends and relatives foot step to Europe since the co-ethnic contacts between Chinese are 
very strong. Some of Chinese firms intend to lower the transaction costs or avoid the mar-
ket barriers by localization in the overseas market. 

5.1.2 Internationalization process and patterns 

This study is focus on the Chinese firms who establish the sales and distribution offices in 
Europe, most of them are small and medium size firms. Therefore they have limited re-
sources, capitals and experiences to commit in the internationalization processes. The most 
common way they use is to establish a sales office in the cluster to meet the overseas cus-
tomers through either register a new firm or a foreign subsidiary. Almost all Chinese whole-
salers are performing as importers at the same time. Most of them have the experience as 
wholesalers or manufacturers in the previous countries, therefore they have obtained some 
market knowledge and resources (such as financial and suppliers) to make new commit-
ment decision in the new market. Such decision might be the result of the problems in the 
present market (i.e. too many competitors) or the new business opportunity in the current 
market. In the Uppsala Model, Johanson and Vahlne (1977) conclude that market com-
mitments will be undertaken in small steps unless the firm has very large resources and/or 
market conditions are stable and homogeneous, or the firm has vast experience gained from 
other markets with similar conditions. This incremental commitment process of interna-
tionalization fairly explains the development process of small and medium sized firms 
which also fits for small medium Chinese firms’ internationalization activities pretty well.  

In this study, we find most of the Chinese firms are still in the stage 4, i.e. direct and active 
export, and stage 5, i.e. establishment of local warehouse and direct local sales. By direct 
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import from China, they set up a sales agency to serve the local customers. Most of them 
have own warehouse either renting in the cluster or in the industry district. However, there 
are some Chinese firms have already achieved the stage 8, that means producing and mar-
keting locally. Either working as a family factory or even buying some local firms, the Chi-
nese entrepreneur employ co-ethic employees (in most case are new coming Chinese immi-
grants) to produce locally, such as the Pronto Moda Pronto Moda Pronto Moda Pronto Moda in Italy.  

According to the background of those Chinese entrepreneurs and the way how they local-
ized in cluster, we found two different patterns.  

Pattern A: Chinese entrepreneur immigrated to the host country- working either in the co-
ethic firms or starting own business in the form of retail store or family factory- developing 
– wholesaler in the cluster- produce locally (in the case of Italy and Spain, shoemaker) or 
building factory in China 

Pattern B: Chinese entrepreneur is wholesaler in China or other countries (in some case, 
they are manufacturer and has own factories in China)- exploring new market by the help 
of relatives or friends who in most case are the one in pattern A- register a new firm in the 
host country in the form of sales agency in the cluster- moving to other countries once the 
current market becomes saturated. 

5.1.3 Problems and advantages for Chinese SMEs during the interna-
tionalization 

Björkman and Forsgren (2000) present that the main problem which SMEs will face in the 
internationalization process is the limited resources, specially the financial resource. Several 
scholars discuss that family SMEs are usually at a disadvantage when accessing resources 
and capabilities. Their financial difficulties are well known (Chittenden, Hall, & Hutchin-
son, 1996; James, 1999). Thus, small-medium-sized family businesses tend to have a con-
servative attitude and be risk adverse (Ward, 1998). Although it is not clearly defined in the 
interview, some firms have mentioned that it is very risky for them if the goods become 
dead stock. For example, goods are not fit for the local demand or become out of season 
since the weather factor. One container is valued hundred thousand US dollars and if there 
are several containers goods become stock, most Chinese importer and wholesalers will be 
bankrupt. Furthermore, it is very common way that customers pay cash in the sales and dis-
tribution office cluster which means the short turnover in this business is very important to 
maintain the normal running. Chinese firms can’t afford investment without direct profit. 
Moreover, international expansion is seen as an uncertain decision due to the lack of in-
formation about foreign markets and the international process. In addition, family firms 
lack the managerial capabilities required to manage a growth process (Gallo & Garcia-Pont, 
1996). They also find it hard to recruit qualified salaried professionals. These factors hinder 
the family business's chances to expand its activities to new countries. (Zulima & María, 
2005) Rundh (2001) concludes that the most important obstacles which Chinese firms 
have to deal with in the in internationalization process are the factors connected with the 
psychological distance, for example, in the form of language and cultural differences. Even 
administrative and legal obstacles have been recognized as difficult barriers for import to 
the host countries. The big psychic distance between the host country and China, above all, 
the language barrier and lack of the knowledge of the new market have been mentioned 
several times during the interview. Since most of the Chinese entrepreneurs are not high 
educated and they speak only Chinese, as a new beginner in the overseas market, they de-
pend on either the co-ethic relation with other Chinese who have already been here for 
long time or hiring some foreign employees who maybe know some Chinese to help the 
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communication with customers. Moreover, political factor such as tax, tariff and customs 
clearance are common problems which Chinese firms have to deal with during the interna-
tionalization process. 

One of the advantages enables the SMEs to survive in the exceedingly globalized and com-
petitive environment is smaller firms' ability to establish and manage special relations with 
other partners at home and abroad (Etemad, 1999). Such relation, for the most Chinese 
firms, relies on social relations and family networks. Most of our respondents confess that 
they get the help from either friends or relatives during the internationalization process. 
Eternad (2004) interprets that SMEs which have strong local knowledge base, socio-
political capital, social networks, as well as functional supply-chains at home country, can 
easily strengthen their international competence. “The distinct advantage of doing so is that 
others cannot easily develop or imitate them and therefore their exposure and vulnerabili-
ties are substantively reduced.” This is identified by this study. Most of Chinese companies 
in the sales offices and distribution cluster have long time experience either as wholesaler or 
exporter in other countries. Therefore, they have very close contacts and good social net-
works with the suppliers at home country. This is an advantage Chinese firms compete 
against other firms in the same cluster. The more advantages Chinese firms have are like re-
alistic, flexibility and quick respond to demand and customers. 

5.2 Localization 

In this part, we will answer why Chinese firms Chose Poland and the south-Europe coun-
tries as the location for sale offices and distribution clusters. 

5.2.1 Why Poland? 

If we start thinking about the Weber Location-Production Model we can see something in-
teresting for these Chinese firms. According to our study, most of them have sales office 
and distribution center in Poland and try to serve Polish market while their production 
sites are in China. One implication of this model is the production site can be far away 
from the market in case of expensive goods since transportation costs share only small por-
tion of the price. Zhang (2003) points out that cost advantage is a relatively important 
competitive factor for simple products and lower income markets. For these Chinese firms, 
they sell cheap products and have very long distance between the market and the produc-
tion site, which is not a good strategy according to Weber model. However, they can do 
their business like this because the production cost in China is so cheap that transportation 
costs have no influence on their competitive advantage. This is very interesting since it 
means that Chinese firms can enter every market in this free trade era. And in the future 
when they can improve their production technique in order to deal with quality problem, 
Chinese firms will be one of the most competitive players in the world market. 

Since one of the purposes of this research is to study why these Chinese firms decide to lo-
cate in the specific country in Europe, we can use sources of locational competitive advan-
tage discussed by Porter (2000) to analyze each location. Porter cites four sources of loca-
tional competitive advantage which are context for firm strategy and Rivalry, demand con-
dition, related and supporting industries, and factor (input) conditions. He cites that the 
location which firms do not compete on price and have proper government policy will have 
high productivity. According to our interviews, firms in this cluster compete not only on 
price but also on quality and product development. None of our respondents mentions 
about the government policy which can support their business. Therefore, this location 
should be a good location according to Porter (2000). Actually, the productivity is not the 
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main concern in this cluster since there is no production in the cluster. However, lots of 
firms in this cluster either have their factories in China or have very stable supply channels, 
which can gain some benefit from the good way of competition. 

For the next aspect, demand condition, he cites that the location with sophisticate local 
demand will have high productivity since firms have to be sophisticate in order to serve that 
demand. For Poland, several of our respondents point out that demand for fashion goods 
of Polish people has a bit time lag as one respondent cites that “It feels that the last year’s 
design in Spain and Italy market becomes this year’s fashion here.” This shows that local 
demand is not that sophisticate. However, there is one respondent who sales only high 
quality product with high price. This can imply that there is a section in the market that 
has sophisticate demand. Moreover, this cluster also attracts customers from nearby coun-
tries, and this can be a source of sophisticate demand, and makes this location be more at-
tractive. 

Porter also discusses about related and supporting industries. In this aspect he points out 
two things: the capability of locally based supplier, and the existence and the competitive 
level of related and supporting industries. According to our interview, most of respondent 
import goods from suppliers or their own factories in China, and they cite nothing about 
the capability of those suppliers to deal with customers’ demand. There are some support-
ing industries such as logistics and accounting service, however, we have no clue about the 
competitive level of these industries. The last aspect according to Porter is factor condition, 
which includes quality, quantity and specialization of natural resource, human resource and 
physical infrastructure. In this case we do not concern about natural resource since there is 
nothing about production. Since this location is in Warsaw, which is the capital city of Po-
land, there is no problem about human capital and physical infrastructure. The fact that 
there is a long established cluster like GD Poland Distribution Center Ltd. makes this loca-
tion be more attractive since there is good infrastructure and lots of experienced employees. 
In addition, our literature study shows that Polish government has some policies to pro-
mote investment, which is called The Nation Regional Development Strategy (NSSR). Ac-
cording to Okraska (2005), NSSR has some tools to promote investment such as estab-
lishment of regional investor support center, the development of business infrastructure and 
direct financial support to business. These policies can more or less support all firms locat-
ing in Poland and increase the attractiveness of Poland as a location for business. 

According to the model from Porter, we can see that this location is attractive and this is 
why Chinese firms decide to locate there. However, information from our interviews shows 
us some common rationales for Chinese firms to locate in this center, and these common 
rationales are as follows: 

- Market size: Since these Chinese firms try to serve local demand, it is essential that the lo-
cal demand is big enough. Local demand can be measured by population in the country 
and per capita gross national income (per capita GNI) (Figure 5.1). According to Figure 
5.1, if we look at the population we can see 2 countries that are outstanding, which are Po-
land and Ukraine. However, when we look at per capita GNI, which indicates purchasing 
power, we can see that Poland is a very attractive location since it has high population with 
moderate purchasing power. Moreover, one respondent cites that Ukraine is not that safe 
because of criminal, and this makes Poland be more attractive. In addition, Okraska (2005) 
cites that Polish government has been trying to improve Polish economy resulting in fast 
development since the beginning of 21st century. From figure 5.2, we can see that both 
GDP and GDP per capita, which have direct influence on purchasing power, have increase 
since the year 2001. This can in turn result in higher local purchasing power or bigger mar-
ket size.  
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Figure 5.1: Population and GNI per capita of Poland and neighbor countries- Drawing from statistical data 
from World Bank (2005) 

 

Figure 5.2: GDP and GDP per capita of Poland (2001-2004)- Drawing from statistical data from OECD 

- Connectivity: This center is very easy to visit by car since it is only 25 kilometers from 
Warsaw with a very good road connection. There is also public transportation connecting 
the center and Warsaw. Moreover, Poland has a good road connection with neighbor coun-
tries, which allows customers from those cities to visit this center easily. The fact that there 
are over 2000 vehicles visiting this center every day can prove this good connectivity. There 
is one more thing about the transportation of goods from suppliers to the center. Most of 
respondent import goods from China and use sea carriage as the main mode of transport. 
Therefore, Poland is a good location since it has Baltic Sea in the north and has a good road 
connection with in the country. 
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- Degree of competition: Some respondent cite that they move from other countries in 
Europe because the degree of competition in their old location is too high. Some of them 
moved from China because of the same reason. The degree of competition in this center is 
moderate and tends to be higher. However, firms in this center do not base their competi-
tion only on price. Therefore, this center is attractive since lots of firms are competing in a 
good way, which can be an incentive for product development. Moreover, customers will 
be more satisfied when there are several firms compete in the same or related product since 
they will have more choices. Consequently, this center can attract more customers. Fur-
thermore, the difficulty to settle down in Poland (for example, hard to get visa/resident 
permission and the language barrier) limits the competition degree in this center.  

- Lower transaction costs: Some respondents mention that they can have more customers 
with lower transaction costs. This should be the benefit of cluster that attracts some service 
providing companies to locate in the same area resulting in lower transaction costs between 
firms and service providing companies.  

- Safety: Some respondent mention about safety since there are some Chinese businessmen 
were kidnapped or killed in others nearby countries such as Ukraine. As a result, they 
moved to Poland since they feel that it is safe enough. 

- Friend and relatives: Most of our respondents decide to locate here because of the recom-
mendation or help of their friends and relatives. This is very common for Chinese people 
since they usually do their business base on relationship. 

- Government policy: Poland has some policy intended to attract more investors. The out-
standing one is the policy about residence permit. According to our respondent, one who 
registers new company in Poland will get residence permit, and this is one reason why these 
Chinese firms choose this location. 

5.2.2 Why South European Countries 

The reasons why many Chinese firms are established in some South European countries are 
quite similar with those in Poland, such as large market size and demand, good connectivity 
to neighbor lands, relatively mild competition degree, established business and social net-
works. Besides these factors, there is an important factor which is not mentioned in Poland. 
That is the government immigrant policy. Since Portuguese and Spanish government legal-
ized the illegal immigrants in the end of 1990s and beginning of 2000s several times, many 
Chinese rushed into these two countries and settled down. Starting own business or work-
ing as employees in Chinese firms are the common ways those Chinese began their new 
lives in the host countries. We can see the difference between Chinese firms in Poland and 
those in Portugal and Spain. In Poland, they started by looking for somewhere to locate 
their firm as a location strategy. In Portugal and Spain, however, they started as an immi-
grant that means they find somewhere to live but not to locate their business. With high 
entrepreneurial spirit, they set up their own businesses together as a group of Chinese firms. 
Once this kind of clusters are well-known for the local customers, the next generation of 
Chinese entrepreneurs from China or other countries are also located their businesses in 
those countries. The situation is repeated in Italy as well. However, Chinese entrepreneurs 
are not only performing as wholesalers in the local cluster but some of them even have es-
tablished own factories to produce locally in the industrial district.  
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5.3 Cluster 

In this section we discuss about the formation of the cluster and the rationales to form the 
cluster by comparing and contrasting our empirical study and theoretical framework. How-
ever, we decided to focus on the cluster in Poland since we visited that cluster and got 
enough valuable information from our respondents. Moreover, clusters in Spain, Portugal 
and Italy have been established for long time ago, and in some cases they were established 
before Chinese immigrants decided to settle down in those countries. Therefore, we focus 
our analysis in this section on the cluster in Poland since the analysis of long established 
cluster may require other kinds of research, which we can not do that efficiently under our 
limited resources and tight time frame.   

-The formation of cluster: how do cluster emerge and growth? 

The cluster which we study has a very special form since there is no production in the clus-
ter. The firms in this cluster are varying in nationality but almost all of them import goods 
from China in order to sell in Poland and neighbor countries. According to European 
Commission (2002), the first step of cluster formation is start when some pioneer firms de-
cided to locate in the same area in order to gain benefits from agglomeration economic. 
However, in case of Chinese firms in Poland the starting point is quite different from the 
six steps outlined by European Commission. This cluster was started by the state-owned 
company from China, which decided to launch new FDI project and choose Poland as a 
location. The firm started by building facilities in order to attract firms to locate there. 
Since it is the project of Chinese state-owned company, it is very easy to attract Chinese 
firms both from China and other countries as we can see from our respondents that some 
of them moved directly from China and some of them move from other European coun-
tries or even South Africa. Since the nature of business in this cluster is cash and carry, 
which means customers have to visit the center, pay in cash and carry goods by their own 
car, this center offers convenient platform for both buyers and sellers. All shops are catego-
rized for easy shopping and a lot of parking lots are provided. 

Despite the difference in the first stage of formation, this cluster seems to follow the second 
step discussed by European Commission. In the second step some firms will locate in the 
cluster in order to provide specialized services or supply specialized inputs. According to 
our observation and interviews, there are some firms in this cluster that offer specialized 
services, and our respondents usually buy logistics and accounting service from those firms. 
Moreover, there are some relating businesses aim to facilitate both buyers and sellers such as 
hotel and exchange office. 

In the third step, European Commission cites that there will be a formation of new organi-
zation that tries to serve firms in the cluster. According to Wojnicka, Brodzicki and Szultka 
(2005), Poland has some organizations to supports SME such as The Polish Agency for En-
terprise Development (PAED) and The National SME service Network (KSU). From our 
interviews, however, there is no organization that supports firms in this cluster. In the 
fourth step, European Commission argues that the cluster will be more attractive. This 
cluster has reached this stage since all respondents cite that the competition level in this 
cluster is higher and higher. Moreover, there are 650 firms doing their businesses in this 
cluster. 

The fifth step is a creation of beneficial non-market assets, which is defined as some col-
laboration such as information and knowledge sharing. It is apparent in this cluster that 
Chinese firms have some collaboration since our respondents cite that they are both friend 
and competitor at the same time. Actually, this is a very common way of Chinese people 
doing business. For example, in flower market in Thailand, you can see lots of stores owned 
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by Chinese people selling the same goods. They are apparently competing with each other, 
however, they have lots of informal coordination such as having “fika” together in order to 
discuss about the market or even borrowing some goods when they have stock out. The last 
step of cluster is a declining stage of cluster. According to our interview, we think that this 
cluster is between stage 4 and 5 since all respondents seem to perform quite well in their 
business but some of them have felt the competition pressure becomes more and more 
high.        

If we consider another interesting aspect about the growth and development of cluster, 
which is the life cycle of cluster cited by Rosenfeld (2002a), we can see that this cluster is in 
somewhere between take off and maturity stage. Take off stage is defined as the stage that 
the cluster becomes well known and attracts more and more firms to locate in the cluster. 
Maturity stage is defined as the stage that all firms tend to compete on cost since the pro-
duction processes become more routine. According to our interviews, this cluster tends to 
attract more firms since our respondents cite that degree of competition is higher. How-
ever, they base their competition not only on cost but also on quality, product develop-
ment. Therefore, we classify this cluster in the stage between take off and maturity. 

- Factor driving cluster development: Why did they form the cluster? 

According to our theoretical framework, several scholars cite in the same way about factor 
driving cluster development, which is based on the benefits firms will get when they locate 
in the cluster. For example, Doeringer and Terkla (2005) cite about positive externalities 
and Porter (1990) cites that competition among firms in the cluster is a good thing since it 
forces all firms to develop themselves. According to our study, we can see that benefits cited 
by those scholars can be driving force for this cluster since some respondents cite about 
benefits they gain such as lower transaction cost, knowledge about market, availability of 
specialized service, attract more customers and coordination with other firms. However, we 
can see other important factors which were cited by almost all of respondent. The first fac-
tor is the market condition in China, in which the level of competition is too high. The 
second factor is the condition of neighbor countries, in which the level of competition is 
too high and/or the country itself is not safe enough. These two factors and the fact that 
Chinese always stick together in every part of the world (as you can see China town in most 
of big city) are important factors for the cluster development in our opinion. One interest-
ing fact about this cluster is it is formed by a Chinese state-owned company at the begin-
ning. However it did not work so well as the company expected. Then it was purchased by 
several private Chinese companies. Until at the end of 1990’s, this cluster becomes popular 
and attracts a lot of Chinese firms to locate there. 

 - Factors influencing the success of cluster 

Rosenfeld (1997) discusses about several factors which can influence the success of cluster 
as we discuss in our theoretical framework. Form our study we can see some factors that 
match with those suggested by Rosenfeld. The first factor is knowledge and skill of labor. 
Our respondents do not directly mention about this factor, however, they usually employ 
Polish employee. The fact that all firms in this cluster buying the same type of services such 
as accounting, translation and logistics implies that there are some skilled labors available in 
that cluster. And this can influence the success of this cluster since the availability of skilled 
labors can attract more and more firms to locate in this cluster. The second factor is prox-
imity of suppliers. As some firms in this cluster are doing business with both retailer and 
wholesaler, some of them have relationship as buyer and supplier. This can reduce transac-
tion costs and increase attractiveness of the cluster resulting in the success of the cluster. 
Moreover, when suppliers locate closely to their customers they can easily learn their cus-
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tomers’ demand and supply what they really need. And this is a win-win situation for both 
supplier and buyer.  

The third factor is an access to specialized services. Our respondents clearly mention that 
there are some firms offer specialized services and the commonly used services are logistics 
and accounting service. The availability of these firms really help this cluster since firms can 
focus on their core competence and let servicing firms do some function, which is some-
times very complicate such as customs clearance. The fourth factor is an intensity of net-
work, which refers to the level of cooperation among firms in the cluster. This factor exists 
clearly in this cluster since most of our respondents mention that they have some friends or 
relatives who recommend or help them locate in this cluster. Moreover, they are Chinese 
and lots of them came from the same village in China, and this can imply that they must 
have some cooperation. The way they recommend us to other respondents can also prove 
that they know each other very well, which can imply the existence of this factor. The last 
factor, which is not mentioned by Rosenfeld, is ethnic factor. We think that this factor is 
very important for the success of this cluster since Asian people concern a lot about this fac-
tor when they do business. There is one study by Oliveira which discusses about this factor. 
Oliveira cites in her report that “Immigrants can have a much more successful economic in-
tegration if they stay together (speaking the same language, having the same cultural refer-
ences), instead of being dispersed in host societies. The recruitment of co-ethnic labor, usu-
ally immigrants who speak the same dialect, helps to create a paternalistic relationship be-
tween workers and employers… So the presence of Chinese communities in Portugal and 
elsewhere can influence the integration of newcomers, especially if they are depending on 
social networks and if they have difficulties in speaking the host society language; …The 
existence of a co-ethic group in a host society can represent an easier way to get in, and in-
tegrate into an economic activity abroad.”  This cluster is formed by Chinese firms and 
other Asian firms (such as Vietnamese firms who have close connection with China), thus it 
is doubtless that it can attract a lot of Chinese firms to locate there since they can obtain 
the market knowledge and adapt to the host country much quickly. And this is a necessary 
condition for the success of the cluster.   
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6 Conclusion and Further Study 

In this part we intend to conclude our study base on our research questions. In addition we 
will discuss about the interesting further study within the same field. We decide to follow 
the same step of the existence of this phenomenon, which are internationalization, localiza-
tion and clustering. 

In the internationalization part, we study on the rationales why small and medium Chinese 
companies leave China; in which way they fulfill the internationalization process, and 
which steps of internationalization process they go through, finally what are the barriers 
and difficulties Chinese firms have to handle and on the other hand what competitive ad-
vantages they have in order to manage the internationalization process. The most obvious 
rationales mentioned in our respondent firms are like: fierce competition in China or in the 
present/previous host countries; explore new market opportunity and market potential; 
adapt the overseas customers demand which are the most common motivations for SMEs 
in the internationalization literatures. There are different ways Chinese firms use to fulfill 
the internationalization, such as by settling down in the host country (immigration); or reg-
ister a new firm as a total different firm or subsidiary; and very common by the help of rela-
tives and friends which is a typical phenomena in Asian countries since the co-ethic net-
works are very useful resource for Chinese. Most Chinese companies are still in the initial 
steps of the internationalization process (i.e. performing as active importers or set up local 
sales offices and warehouses), some of them are in the senior step by starting local produc-
tions and marketing by a wholly owned Chinese entrepreneur. Most common difficulties 
and barriers which are mentioned by respondent firms are the great psychical distance be-
tween the host country and home country, for example, the culture issues (like language, 
communication way…); lack of knowledge of the host country and market and political 
factors (such as customs clearance, tax and tariff, business environment). Which is not re-
sponded to the classical internationalization theories which conclude that firms are inclined 
to move first to the country which has the shortest psychic distance, i.e. has the similar cul-
tural, business and political environment. On the contrary, there are some competitive ad-
vantages which Chinese firms can depend on to compete against the local firms in the in-
ternationalization, such as wide social networks in China which means a good relationship 
with suppliers in China and close co-ethic contacts between Chinese firms which give the 
platform of informal information exchange and access to the new market. In general, we 
found that Chinese firms in the clusters have very low market commitment and limited 
market knowledge since most of them are small-medium size firms, in many case are the 
family firms. Their limited market knowledge is mainly from past activities in domestic 
market or other host countries. Another common way they obtain experience is by hiring 
of experienced local personnel or taking over another firm that has experience (in Italy). 
The help of relatives and friends who are earlier arrivers also ease the internationalization of 
the second generation of Chinese firms.  

For the second part, localization, we study about rationales of Chinese firms for choosing 
the location. From our study we found that Chinese have some common rationales for 
choosing the location. The first rationale is market size. Chinese firms, especially in Poland, 
consider a lot about market size of the host country and neighbor countries since they focus 
on local demand, not exporting. Degree of competition is another factor that they consider. 
They try to find the location that has mild competition since some respondents moved 
from other countries in Europe to Poland because there is less competition. According to 
our literature study, some Scholars discuss about the importance of competition. For ex-
ample, Porter cites that competition is good since it forces firms to make an improvement. 
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However, these Chinese firms seem not to realize about the good side of competition since 
they can take an advantage of low cost production in China by importing very cheap prod-
uct and sell it in Europe. Government policy is one of important factors. Chinese firms 
tend to choose the country that is easy to get visa and residence permit because it is not easy 
for Asian people to get the residence permit in European countries. Connectivity to market 
and to source of production is also one factor that they consider since they have to import 
goods from China and sell them for local customers. Other factors that our respondents 
mention are safety of the location and transaction costs. There is one thing that all of our 
respondents mention and we think that it is a distinctive factor for Chinese firms or other 
Asian firms, which is co-ethnic contact. Our respondents in Poland moved to locate there 
because of their friends and relatives, and this factor is rarely discussed in researches about 
cluster. Furthermore, the policy of immigration and FDI in the host country will great in-
fluence the localization decision. 

For the last part, cluster, we study about how and why these Chinese firms form the cluster. 
According to our study in Poland, this cluster has an uncommon starting point since it has 
been formed by the state-owned Chinese firm as a FDI project in Poland, not by some pio-
neer firms as we discuss in our analysis part. We also study about the rationales for cluster-
ing by asking our respondents about reasons that they settle down in that cluster and some 
benefits they got. We found that they have some common rationales, and the first one is 
they can attract more customers since customers have more choice when lots of firms locate 
together. They also mention about collaboration with other firms since they are both 
friends and competitors. The fact that they have some collaboration leads to another factor, 
which is ease of access to market information. This is created by informal information shar-
ing which is very common for Chinese and other Asian people. The last common factor is 
an availability of specialized service and supporting firms. Most of our respondents use lo-
gistics and accounting service from the service providers within that cluster. These common 
factors are quite similar with the rationales for clustering that we study and discuss in our 
theoretical framework.  

We realize that there are a lot of interesting issues to study within this field and we are eager 
to do so if we do not have any limitations like timeframe and budget. However, we can dis-
cuss about those interesting topic as a guide for further study. The first interesting topic is 
to study about the linkage between clusters of Chinese firm in Europe and those in China. 
It is very interesting to see the linkage between them since we know that they came from 
the same area in China and most of them are engaged in similar business, and also many of 
them have own factories in that area. The effect of cluster to the host country is also an in-
teresting topic to study since a lot of researcher discussing about it and it is not studied in 
this paper. Moreover, according to our literature study we know that cluster can help firms 
increase their efficiency. Thus a study of the whole supply chain from the suppliers in 
China to the final customers (here are small retailers) and how physical and information 
flows within those actors in this cluster? Consequently, we think that it is very interesting 
to study about if there are any benefits the mother-firms/ or general firms in China get 
from the cluster of sales and distribution offices in Europe since we think that some bene-
fits are transferable, and we have never found any research discussing about the transferable 
benefit of cluster.   
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Appendix-1 : Summary of ten Interviews 

Background of ten Firms 

 Forms of 
firms 

Type of 
products 

Nr of em-
ployees 

Have any experi-
ence before, and 
where 

where do you 
import your 
products 

Have you own 
factory in 
China? 

Firm 1 importer 
and whole-
saler 

textile 

 

2 yes, in Spain 

 

China No 

Firm 2 subsidiary clothes 4 yes, in China 

 

China No 

Firm3 importer 
and whole-
saler 

textile 

 

2 no. But worked 
in an export firm 
in china 

China No 

Firm 4 importer 
and whole-
saler 

shoes 

 

5 yes, in Ukraine 

 

China No 

Firm5 importer 
and whole-
saler 

glasses and 
small 
commodi-
ties 

2 Manufacturer in 
China but no 
export/import 
experience 

China Yes 

Firm6 subsidiary clothes 
and shoes 

2 yes. In Czech China No 

Firm7 importer 
and whole-
saler 

towels, 
blankets 

4 yes, in South Af-
rica 

China  No 

Firm8 importer 
and whole-
saler 

towels, 
blankets 

2 no. But working 
for the state-
owned firms in 
Poland. 

China No 

Firm9 subsidiary underwear 
and night 
clothes 

7 yes, in Austria 
and Hungary 

China Yes 

Firm10 importer 
and whole-
saler 

women 
clothes 

0 no China No 
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Internationalization 

 rationales of going 
abroad 

 

how can you 
enter the for-
eign market 

 

did you get any 
help  

what are the 
most difficult 
thing to enter a 
foreign market 

Is there any 
political advan-
tage do you get 
in Poland 

transport 
mode 
used to 
import 

Firm 1 explore new market 
and fierce competi-
tion in Spain 

register a new 
firm 

yes, friend 

 

language 

 

No Sea 

Firm 2 explore new market 
and get close contact 
with customers 

register a new 
firm 

Don’t know political bar-
rier(tax, tariff) 

 

No Sea 

Firm3 less competitive ad-
vantage of state-
owned firms and ex-
plore business op-
portunity  

register a new 
firm 

yes, friend 

 

language and lo-
cal regulation 

 

No Sea 

Firm 4 explore new market 
and make money 

register a new 
firm 

Yes, relative language and 
culture conflict 

No Sea 

Firm5 explore new business 
opportunity  

register a new 
firm 

yes, friend 

 

language and 
lack of knowl-
edge of overseas 
market 

No Sea 

Firm6 explore new market register a new 
firm 

yes, friend 

 

Language and 
lack of knowl-
edge of overseas 
market, visa 

No Sea 

Firm7 explore new market register a new 
firm 

yes, friend 

 

language and 
lack of knowl-
edge of overseas 
market 

No Sea 

Firm8 explore new market register a new 
firm 

Sent by firm lack of good ser-
vice and local 
regulation 

No Sea 

Firm9 explore new market register a new 
firm 

Yes, friend language  No sea 

Firm10 other reason ( mar-
riage) 

register a new 
firm 

Yes, relative language  No sea 
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Localization 

 how about the 
competition in 
this location 

how about the 
demand in this 
location 

what is the 
competitive 
advantage for 
your products 

Are there any 
special service 
you buy here? 

what the relation 
ship between 
you and other 
Chinese firms 
here? 

Firm 1 becomes hotter 
and hotter 

stable increasing product vari-
ety, update and 
"brand" 

only accounting 

 

competitors and 
friends 

Firm 2 worse and worse stable price and pro-
duct variety 

accounting, lo-
gistics 

competitors 

Firm3 medium stable price accounting competitors and 
friends 

Firm 4 medium stable increasing product vari-
ety, update and 
"brand" 

accounting, lo-
gistics 

competitors and 
friends 

Firm5 heater than be-
fore 

a bit later than 
other Europe 
countries 

price and pro-
duct design 

accounting, 
translation 

competitors and 
friends 

Firm6 much heater 
now 

a bit later than 
other Europe 
countries 

price and pro-
duct variety 

logistics competitors and 
friends 

Firm7 mediun variety upon 
weather 

price and pro-
duct design 

accounting, lo-
gistics, transla-
tion 

competitors and 
friends 

Firm8 heat stable price and pro-
duct design 

accounting, lo-
gistics 

competitors  

Firm9 mediun a bit later than 
other Europe 
countries 

price and pro-
duct design 

logistics, ac-
counting, trans-
lation 

competitors and 
friends 

Firm10 mediun a bit later than 
other Europe 
countries 

price and pro-
duct design 

accounting competitors 
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Clustering 

 Why did you 
choose to locate 
in GD? 

How long have 
you been locate 
here? 

type of cus-
tomers 

where do your 
customers come 
from 

have you got any 
benefits by locat-
ing here? 

Firm 1 lower competi-
tion and market 
potential 

2 years 

 

small retailers, 
second whole-
salers 

Poland, Ukraine, 
Latvia 

mass customers, 
low transaction 
cost 

Firm 2 explore new 
market and close 
contact with cus-
tomers 

5 years 

 

second whole-
salers, super-
markets, small 
retailers 

Poland, Ukraine, 
Latvia 

relative low 
competition and 
access to cus-
tomers in east 
Europe   

Firm3 low competition 
and big market 

7 years 

 

small retailers, 
second whole-
salers 

Poland, Ukraine, 
Latvia 

economic bene-
fits 

Firm 4 stable and secu-
rity environment 
and low compe-
tition 

1 years 

 

small retailers, 
second whole-
salers 

Poland, Ukraine, 
Latvia 

mass customers, 
low transaction 
cost 

Firm5 lower competi-
tion and market 
potential 

3 years 

 

small retailers  

 

Poland, Ukraine, 
Latvia 

increasing selling 

Firm6 explore new 
market and mar-
ket potential 

6 years 

 

second whole-
salers, super-
markets, small 
retailers 

Poland, Ukraine, 
Latvia 

mass customers, 
and increasing 
selling 

Firm7 lower competi-
tion and cost 

2 years 

 

small retailers, 
second whole-
salers 

Poland, Ukraine, 
Latvia 

mass customers, 
low transaction 
cost 

Firm8 explore new 
market and mar-
ket potential 

10 years 

 

small retailers, 
second whole-
salers 

Poland, Ukraine,  
Latvia 

relative low 
competition and 
access to cus-
tomers in east 
Europe   

Firm9 explore new 
market and mar-
ket potential 

1 years 

 

second whole-
salers, super-
markets, small 
retailers 

Poland, Ukraine, 
Latvia, Hungary 

mass customers, 
low transaction 
cost and relative 
low competition 

Firm10 Wholesale mar-
ket 

2 years 

 

small retailers Poland, Ukraine, 
Latvia 

mass customers 
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Appendix 2 : Interview Guide 

Part One: Firms backgroundPart One: Firms backgroundPart One: Firms backgroundPart One: Firms background    

----ownership (family firm/ foreign subsidiary/ limited corporation/ joint-venture /other 
form) 

-size  

� annual sales revenue  
� employees 
-have you own company in China?  

-how long have you done business in China 

-how long have you moved to Spain/ Italy/ Portugal/ Poland?  

-What commodity are you engaged in? 

- are main customers from? 

-Do you import or produce products locally? If you are an importer, how many containers 
do you import per year? Where do you import them? And How much are your import 
value? 

 

Part two: Internationalization rationale, process and problemsPart two: Internationalization rationale, process and problemsPart two: Internationalization rationale, process and problemsPart two: Internationalization rationale, process and problems    

1. rationales to go abroad 
� fierce competition in domestic market 
� regional rules or limits 
� government rules 
� exploring new market 
� lower costs( such as raw material, labour…) 
� learning new knowledge/management/techniques… 
� following main suppliers/customers 
� better adapting the local market 
� closer connection to customer 
� improve competitive advantages 
� avoid tariff or tax barriers 
� improving the domestic position by internationalisation 
� other reasons 

2. the mode used to internationalization 
� exporter 
� Direct investment by 
-localized production  

-foreign subsidiary 

-sales agency abroad 

-part of production abroad 
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--other forms 

� Register a new company 
3. how can your firm enter into the local market? 
-help of customers 

-help of competitors 

-help of relatives/friends 

-help of Chinese business association 

-other 

4. what are the most difficult part during internationalization process 
-financial  

-knowledge on the overseas market 

-knowledge of the country/region 

-language 

-culture 

-local rules 

-regional protection 

-service (bank, transport, law..) 

-customs 

-other 

    

Part three: LocalizationPart three: LocalizationPart three: LocalizationPart three: Localization    

1. What are the factors you considered when you choose this location? 
  -transaction costs (land cost, transport cost, others….) 

-good connection with customers  

  -competition in the area 

  -infrastructure 

  -related or supportive firms 

  -demand conditions 

  -government policy 

  -quantity and quality of inputs (resources, labour, material) 

  -others (please identify) 
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2. Which type of customers are they? ( retailer/ wholesaler/purchasing department of 
big warehouse or supermarket/ other )  

3. What kinds of transport modes do you usually use? (sea carrier/ railroad/ road/ air 
carrier/ multi-modes)  

4. According to Q3., do you think that it is good enough? 
5. Are there any government policies which give any advantages to your business? (for 

example, tax policy) 
6. How about the market demand condition in this area? (stable, fluctuate, need only 

basic goods, need innovative products) 
7. How about the competition in this area? (high/medium/low) 
8. How about the competitive strategies of firms in this area? (based on price/ launch-

ing new products/customer service/product quality) 
9. Are there any special organizations which aim to help or facilitate you business? (for 

example, R&D center, education and training center and export-import assistance 
center)    

10. According to Q10, how about your coordination with them? 
    

Part four: ClusterPart four: ClusterPart four: ClusterPart four: Cluster    

1. Why did you decide to be a part in this cluster? (what are the benefits that you 
think you will gain from that decision?) for example: 

 -access to mass customers 

-access to specialized input or labour 

-access to information 

-access to institution and public goods such as university, infrastructure 

-incentive to performance measurement (easy to compare with other firms within the 
same     business)  

-easy to find workforce 

-learn something from other companies 

-good infrastructure 

-easy to find special service firms such as lawyer, accountant, consultant. 

-some promoting policies 

-easy to get some advise from some organization such as university 

-other reasons (please identify) 

2. When did you join this cluster? Have you been localised in other similar clus-
ter?(both in China and in other Europe countries)  

3. Please define your relationship with other firms in your area? 
-based on competition 

-based on cooperation 

-based on both 
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4. Are there any firms who provide specialized services in that area? (for example, ac-
counting, designing, logistics and lawyer) Do you usually use their services? 

5. Are there any TPL firms you usually choose? What kind of services they offer to 
you? ( for example: warehousing, packaging, transportation, custom declaration, 
other services) 

6. Are there a lot of banks or financial institute in that cluster? Do they understand 
the nature of your business? Do you usually use their service? 

7. Do you think that you really gain some benefits by locating in this cluster? What 
are those benefits? 

-access to specialized input or labour 

-access to information 

-access to institution and public goods such as university, infrastructure 

-incentive to performance measurement (easy to compare with other firms within the 
same     business)  

-easy to find workforce 

-learn something from other companies 

-good infrastructure 

-easy to find special service firms such as lawyer, accountant, consultant. 

-some promoting policies 

-easy to get some advise from some organization such as university 

8. According to benefits in Q7, do you think this cluster helps you improve your per-
formance? And in what way? 

- can offer better value or customer 

- lower costs (overhead cost, R&D cost) 

- higher sales revenue 

- better responsiveness to market demand 

-attracting more customers 

-more market information 

-better communication with customers 

-better collaboration with competitors 

NoteNoteNoteNote: 

- Each item in the bullet format is used as our check list, not as a choice for our re-
spondents. 

- We use those items as a guide for our respondents when it is necessary to do so i.e. 
when they feel that the question is too hard. 


