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Internal Governance Sructure of Clustersand Its Impact on Industry Upgrading
Wang Bin Liao Yuanyuan Chen Haida
(College of Economics, Zhejiang University, Hangzhou 310027, China)

Abstract : According to the survey on the industry clusters of Zheiang Province, a cluster's
internal governance structure can be categorized into three types: Quas-hierarchy , Arm slength
market as well as Quas-hierarchy and Arm's length market. Generally speaking, market-based
clusters suffer from dow process of product upgrading for the isolated relationship and lack of
cooperation among small medium sized enterprises (SMEs). They would show the great
upgrading potential providing that SM Es are guided to collaborate efficiently by a strong trade
association. Clusters with the Quas-hierarchy governance structure are likely to lead to fast
upgrading in technology and products if the large enterprises hold the absolute leading postion,
but the SM Es would be locked in production link. In the absence of powerful large enterprises,
blind competition may appear among SMEs and hinder upgrading. Quas-hierarchy and Arm's
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length market governance structure which usually equips with alarge-scale specialized market is a
synthess of the two above-mentioned inner governance structures. Only enterprises in the
specialized market compete orderly , could interactive development be realized between the large
enterprises and SMEs, which will gradually lead to the overall upgrading of the cluster.
Otherwise the specialized market might deteriorate into "lemon market” , which will drive the
development of the cluster into a credibility criss. Therefore, upgrading of such clusters
postulates the upgrading of the corresponding specialized markets.
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