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Abstract

The objective of this thesis was to find the success factors of Yiwu Small Commodity Market. Be-
side this main objective, the historical reasons of Yiwu Small Commodity Market’s formation also
have been analyzed. The purpose was to integrate the historical reasons and internal reasons to-
gether to get more comprehensive analysis results of Yiwu market.

During the process of research, interviews of five shopkeepers in Yiwu Small Commodity Market
were done. The interviews were held in April 2013 by telephone. The purpose was to gain
knowledge of the success factors, background and personal opinions of Yiwu Small Commodity
Market. The target was to combine the interview results and the theoretical structure to find the
answer to the research problem.

Michael Eugene Porter’'s diamond model has been used as the theoretical part. Diamond model
provides the key structure for the main part of the thesis. Literature and official internet resources
were also used during the information gathering.

The results show that the factors which contribute to Yiwu Small Commodity Market's success
could be various for instance the governmental support, related industries, competition, demand
conditions and so forth. However, due to the fierce competition from the international and domes-
tic market, Yiwu market still needs to improve the competitive edge.
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1 INTRODUCTION

This thesis is for the Bachelor's degree of Business Administration in Savonia Uni-
versity of Applied Sciences. The research is about the successful essentials of Yiwu

Small Commaodity, which located in China.

The Yiwu Small Commaodity Market was founded in 1982 and developed rapidly dur-
ing the next three decades. China Commodity City has two markets. They are the
International Trade Mart which has 5 districts and Huangyuan Market. Yiwu has plen-
ty of leading industries for instance knitting products, socks, craftworks and so on.
Yiwu market now has more than 4.3 million square meters of business area, 63,000
operators, and more than 400,000 kinds of products. (Yiwu China Commaodities City
Group Official Website 2012)

The motivation for the author to write this thesis is the incredible development of Yiwu
during the 30 years. 30 years ago, Yiwu was just a small town, but now the Yiwu
Small Commaodity Market is the biggest small commodity market in the world. (Yiwu
International Trade City 2013)

The research problem is the successful essentials of Yiwu Small Commodity Market.
Qualitative method will be used during the research process. The historical and liter-
ary materials will mostly be used. Also the interview used as a part of research. In the
most important part of this thesis—successful reasons of Yiwu Small Commodity
Market, the diamond Model will be apply to analysis and research. The diamond
model was invented by Michael Eugene Porter. The diamond model uses for the
analysis of why a particular industry has a strong competitive force. (Porter, M, E.
2002)
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2 MICHAEL EUGENE PORTER’S DIAMOND MODEL

Diamond model is an analysis tool of why a nation has the strong competitive forces
which rose by Michael Eugene Porter. He divided the factors into 4 parts, firm strate-
gy, structure and rivalry, factor conditions, supportive and related industries and de-
mand condition. In addition, he also mentioned two variables which are the chance

and government. (Porter, M, E. 2012)

In this thesis, the author mainly used the Michael Eugene Porter's diamond model as
a tool to analysis the competitiveness of Yiwu Small Commodity Market. The factor
conditions, related and supporting industries, strategic, structure and rivalry, demand
condition are the four endogenous variables plus the chance and policy of the two
exogenous variables. The four endogenous variables can be controlled by the nation
or the company itself. The chances are uncontrollable, and the impact of government

is also very significant for an institution. (Porter, M, E. 2012)

2.1 Factor conditions, related and supporting industries

Porter divided the factor conditions into the basic primary factors and advanced fac-
tors. The basic factors refer to the natural resources, climate, geographic location,
unskilled worker, capital resources and so on. The advanced factors mean the infra-
struction for example communication, information, transportation, and the well-
educated human resources and research institution. Porter thought the importance of
the primary factors has reduced because of the international companies can gain
them through the global markets. However, the advanced factors need the invest-
ment of human resources and capital. It is hard to have the advanced factors from
the external environment, and the companies have to create the advanced factors by
themselves. (Porter, M, E.2012)

During the real competition environment, the abundant natural resources and cheap
costs always lead to the low effective resources allocation. However, the negative
factors for instance lack of natural resources, labour shortage and adverse climate
will produce the development of the industries. (MBA Library 2013) Yiwu is a good

example to prove this.

The supportive and related industries refer to the sectors which can provide raw ma-

terials, intermediate accessory products, logistics, etc for the leading industries. For
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the national competitive advantage, the supportive and related industries and the
competitive industries are in the relationship of solidarity. Porter pointed the phenom-
enon of industry cluster. The competitive industry won't be alone, and it must be de-

veloped together with the other supportive and strong industries. (Porter, M, E.2012)

The domestic suppliers are indispensable in the process of industrial innovation and
upgrading, which is its biggest advantage. A competitive industry needs the world-
class suppliers and the close cooperation with the upstream and downstream indus-
tries. On the other hand, a competitive domestic industry is usually driving the com-

petitiveness of related industries. (MBA Library 2013)

2.2 Demand conditions, firm strategy, structure and rivalry

The demand conditions refer to the needs of the customers from the domestic and
international of a certain industry or product. Demand conditions can be divided into
the domestic and international demand conditions. For the domestic conditions, it is

the motive power for the development of a company. (Porter, M, E.2012)

The characteristics of the local customers are very significant. If the local customers’
have the high expectation and lots of requirement even in the international market,
the industries’ competitive advantages will be stimulated. The reason is quite simple,
if the company can satisfy the pickiest customers, the other customers are easier to
handle. (MBA Library 2013)

Firm strategy and structure are differently in different nations and companies. This
factor has been highly influenced by culture, and provides advantages and disad-
vantages for particular industries. For example, the family-business based industries
that are dominated by owner-managers will behave differently than publicly quoted

companies. (Recklies, D. 2001)

Porter pointed out that the motivation is very important to promote the enterprises’
international competitive forces. The momentum can come from the international de-
mand, pressure from the local competitors and the thrust of the market. The most
important factor to create and remain a competitive advantage is the domestic strong
competitor. Porter argued that, it is in the contradiction with many traditional concepts.
Generally, it is be widely accepted that the strong domestic competition will cause the

over consumption of resources. The other opinion support the idea of there is no
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need of domestic competitor for the international companies. Porter pointed out in his
study of 10 countries the strong domestic competitors also exist in the internationally
competitive industries. In the international competition, the successful industry should
have the innovation and improvement in the domestic market, then the oversea mar-

ket could be the expansion of its competitiveness. (Porter, M, E.2012)

2.3 Chance and Government

Opportunities are scarce. The opportunity could affect the other four elements and
makes changes. Porter pointed out, for enterprises’ development the opportunities
could be for instance technology-based inventions, traditional technical fault, external
factors lead to a sudden increase production costs (such as the oil crisis), significant
changes in financial markets or foreign exchange rates, sharp increase in market
demand, major government decisions and war. The opportunity often provides new
competitors to gain an advantage and make a loss of the original competitor ad-
vantage. Only the manufacturers who can meet the new demands can grasp the de-

velopment opportunities. (MBA Library 2013)

According to Michael E. Porter, the government must play their roles well so that it
can be the power of expand the diamond system. The government can create the
new opportunities and pressures. The direct investment of the government should be
unable to engage for the enterprises, this is, external costs. For instance infrastruc-
ture development, opening up the channels of capital and cultivating the ability to

integrate information. (Porter, M, E.2012)

Concerning the other main four factors, the government’'s impact for the demand is
the government procurement. But government procurement must be strict standards
and be the pickiest customers. The process of procurement should be conducive to
competition and innovation. In the formation of industrial clusters, the government
should strengthen it. The most significant role in the industrial development for the
government is to make sure that the domestic market keep in the lively competitive

status and make the competition specification. (MBA Library 2013)

Porter believes the protection from government will delay the formation of industry
competitive advantage and keep the enterprises in the situation of lack of competition.
(Porter, M, E.2012)
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3  THE CAUSES OF THE FORMATION OF YIWU SMALL COMMODITY MARKET

Yiwu small commodity market is located in Zhejiang province. Yiwu is a city which
built up on the market. (Honest Agent 2013) The research started from the formation
reasons which will helps to get the answer of successful reasons of Yiwu. The for-
mation reasons will be analysis from three aspects for example historical reasons,

local demand, and industrial accumulation.

In the following subchapters, the research methods and research implementation will

be briefly introduced as well.

3.1 Research methods

During this research process, the qualitative research method had been used. The
most common qualitative research methods are for instance in-depth interviews,
group discussions and observation. (Mack, N., Woodsong, C., MacQueen, M., K.,
Guest, G., Namey, E. 2005)

Qualitative research is often be used to describe the intangible factors. For example,
gualitative research can describe the behaviours, opinions, relationships and emo-
tions. The advantage of apply qualitative research is it can provides the complex tex-
tual descriptions of experiences. (Mack, N., Woodsong, C., MacQueen, M., K., Guest,
G., Namey, E. 2005)

The literature and professional internet resources had been used during the research
as well. For the theoretical part the main research had been done through the infor-
mation combination of the literature, and the analysis part used the professional in-

ternet resources and statistics.

The research has the two characteristics below:

Theoretical research and historical facts statement combined. This thesis always ba-
ses on the historical materials and makes the theoretical research so that can get the
practical conclusion. The successful reasons also have the connection with its histor-

ical background.
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Literature and interview combined. In the process of studying this topic, not only of
the relevant literature collection, absorption, digestion, but also a lot of information
investigation. Mastery of a wide range of material, strive for objective, comprehensive,

innovative study the successful reasons of the Yiwu Small Commodity Market.

3.2 Research implementation

During this research, the research problem is “what are the successful essentials of
Yiwu Small Commodity Market”. The author got the answer through the interviews to

the five operators in Yiwu Small Commodity Market.

Five shopkeepers were interviewed which have businesses in Yiwu Small Commodity
Market. Xu Yuewen is the one who operating the women clothing. Zhu Chunmin op-
erates the educational toys in Yiwu. Bao Lvfang is the shopkeeper of Huabin Office
Supplies. Lu Jinquan has the frame business in Yiwu. Furthermore, Ye Shulan has
the business of automobile accessories which named Wangshun Automobile Acces-

sories.

The interviews were done from 9" of March, 2013 to 18" of March, 2013 and took
through telephone. The questions had been prepared before the interviews, and the
records also be written down by the answers. The interview scripts can be found in
the appendix 1 and 2 in both of English and Chinese languages. The interviewees
are the five shopkeepers in Yiwu Small Commodity Market. They are operating the
women clothing, frame, educational toys, automobile accessories and office supplies
separately. The five shopkeepers been chose intended in different industries so that

can perhaps get more comprehensive results.

The questions were designed based on the theoretical structure of this thesis. They

were asked from the aspects for example government, Yiwu Fair and competition.

The first question is “When did you start to have business in Yiwu Small Commodity
Market? What are you mainly selling?” This question was been prepared to distin-

guish the different operators so that can get different viewpoints of Yiwu.

Then the next two questions are “What is the biggest benefit/obstacle Yiwu Small
Commaodity Market brought to you?” This question is indirectly to ask their opinions

about the successful factors of Yiwu Small Commodity Market. Because the small
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shops are the indispensable parts of Yiwu Small Commodity Market, their benefits
will contribute to the prosperous of the market. The answers are also being given
from different aspects, like the large flow of people, supporting industries and internal

competitions.

The fourth question is “Which point do you appreciate most concerning the manage-
ment of Yiwu Small Commodity Market?” The question was trying to get the research
of the successful factors from the management aspects. However, the results show
that Yiwu has the good management system such as anti-counterfeiting, credit card

system, shops display and training for the shopkeepers.

The fifth question is “What attracted you to invest in Yiwu?” This is also the question
asking about the successful factors because of the attractive reasons could be attract
both of investment and purchase. This question is especially from the operators’

points of view for the market’s capital and investment sourcing.

The sixth question is “Does the Yiwu Fair enhance or weaken your competitiveness?”
The question was been design from the aspect of Yiwu Fair. This question also could

provide the answer of Yiwu market succeed reasons.

The next question is “Have you take other commodity market into account? Why?”
This question was started from the satisfaction of Yiwu Small Commodity Market.
Most of them don't want to move, or if they want, they also want to move to another
commodity market. These shows even there were the strong competition in Yiwu, but
the shopkeepers are still quite satisfy with Yiwu Small Commodity Market and they

still can gain profits from their business.

The last question is “Do you think the government gave you enough supporting?”
This question was designed by the government factor of the diamond model. Even
they feel the government gave them enough supporting, but because of the culture
reason, perhaps it was still hard for them to describe how they get the enough sup-
porting. However, some of them gave the answers like the foreign investment, tax

reduction and reform and opening policy.

The detailed interview script can be found in the appendix 1 and 2 in both of English

and Chinese.
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3.3 Historic circumstances

The governmental policy change refers to the reform of the economic system. Since
1979, there were two big changes of rural economics in China. One is the implemen-
tation of the contract responsibility system and its popularization. So that the farmers
can work for themselves, just hand over some profits to the government and the rests
of grains can be sold in the free market. The policy helped the formation of modern
Chinese free market. It changed the institutional structure of the rural economical
system. The directly result is brought the growth of the agricultural productivity, and
make farmers obtain more benefits from the new system. (Zheng, Y., Yuan, Y., Lin,C.
2002)

The second change started in 1983 in full swing of the rural economic structure trans-
formation. This policy allows farmers to engage in the secondary and tertiary industry

to seek new profit opportunities. (Zheng, Y., Yuan, Y., Lin,C. 2002)

Yiwu locates in Zhejiang province of China, this province has the wicked natural re-
sources since the ancient time, and the area of Yiwu is even worse. The land of Yiwu
is high acidity, mountainous and not suitable for plants, therefore the poverty of Yiwu
for a long time. The most productive product is the sugarcane, but it cannot be the
main food. (Honest Agent 2013)

This wicked natural condition leaded the local people turn to do the business in the
very early time. So that emerged the original business exchange activities. It is Yiwu
comparative disadvantage in agricultural production, prompting farmers to choose the
specialization of small commaodities. Those engaged in the “sugar-for-chicken feath-

ers” activities are the early commodity business operators. (Honest Agent 2013)

Yiwu people have a long tradition history of doing business, from Qianlong period of
Qing Dynasty (around 1750). Yiwu people have started to use the paper, sugar or
other cheap acquisitions to exchange the chicken feather and the other useful things.
It is called the business of “sugar-for-chicken feathers”. The chicken feathers are
very good for make the manure for the poor mountainous land. But the brown sugar
is very easy to get since they have the native crop sugarcane, so that they started
this primitive business spontaneous. This is the Yiwu old business mode. (Honest
Agent 2013)
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This extremely primitive and simple barter in Yiwu stretched for hundreds of years of
history and cultivated the Yiwu business spirit. Even though, China still has a very
long closed-door past. However, since the opening-up policy appeared, the Yiwu

Small Commodity Market developed very rapidly. (Zheng, Y., Yuan, Y., Lin,C. 2002)

Furthermore, Yiwu has the business culture since 300 years ago therefore the entre-
preneurship had been cultivated. The Yiwu entrepreneurs were willing to take the
risks and to establish new enterprises in the beginning of industry development. Be-
cause the other production factors can be solved in a short time for instance the capi-
tal, equipment and the labour forces. But the entrepreneurs who can adapt to the
market economy are very rare. Especially in the modern China, the political and eco-
nomic systems were in a major shift. The existence of the entrepreneur resources
which can adapt to the changes directed the set up of the innovative market. (Wang,
Z.2004)

Meanwhile, the Yiwu entrepreneurs were full of the courage of adventure. With the
business culture and inner information system, they accumulated the abundant expe-
riences and advanced sales network system. The effort and hardworking of the Yiwu

merchants did promoted the formation of Yiwu Small Commodity Market.

3.4 Industrial accumulation and bedding

As the growth of the general merchandizes and the rise of the demand, the Yiwu’s
merchants sold away from near and far, south reached Guangdong, west to Hunan
and the north to Xuzhou. Since 70s, with the development of the coastal town enter-
prises and the individual processing industry, this group needs their own sales chan-
nels. Then, the Yiwu merchants joined them and expanded their business area
meanwhile. So that even Yiwu doesn't have a strong industrial base in the beginning,
but they still established a great professional commodity sales team and grasped a
wide range of sales network. It is this team, became the one of the biggest small

commodity markets in the world. (Lu, L., Bai, X. 2000)

The Yiwu transaction mode of “sugar-for-chicken feathers” has another advantage,
which is the group advantage. For the reasons of local culture and custom, the Yiwu's
professional merchants have the tradition to exchange the business information. It is

a very natural way to exchange the business information, and the information flowed
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effectively. So in fact there existed the commaodity information gathering centre which

can share the business information. (Lu, L., Bai, X. 2000)

Furthermore, the members of the business group are not isolated. They strengthened
the cooperation during the process of collecting the information, purchasing, transpor-
tation and sales. In order to effectively reduce the cost, they enhanced the coopera-
tion between each other and decreased the distance of the business. They are orga-
nized to promote the market trading system and the formation of industry cluster. (Lu,
L., Bai, X. 2000)

The invisible information centre promoted Yiwu’s business even in the beginning time
Yiwu was strongly lack of industrial supporting. These initial trade activities provided

the capital for the future development.

3.5 Local needs

After the founding of new China and before the reform of economic system, the rural
commodity sales depend entirely on the rural supply system under the planned econ-
omy system. But the price system and the selling places are lack of flexibility. People
can only purchase the certain goods in the certain place. This kind of operation is
very difficult to meet the needs of local citizens which are relatively sparse in the rural
areas. (Xinhuanet 2002)

After the reform and opening up policy, the rural income level has rapidly improved.
The rural residents need a plenty of necessities to improve their living standards. This
leaded to the increase of the rural residents’ demand of commodity types and quanti-
ty. Since then, they have the ability and desire to purchase the basic staffs. (National
Bureau of Statistics of China 2008)

Due to the needs of the rural market is quite dispersed, and the original state-owned,
collective commercial channels are split apart, neither has the scale advantages,
there is no advantage of operating range. Therefore, to the development of rural
commodity market, there was a great the need for a centralized wholesale channel.
(Xinhuanet 2002)

These three major factors for the emergence of Yiwu small commodity market pro-

vide the human resources, marketing, network resources, original capital and the



16

development opportunity. They influence and interaction each other and give the birth
of Yiwu small commodity market. The development was specially flourishing since
the reform and opening up of Chinese economy, even though in the beginning the
goods are just the tiny stitch commodities, the entrepreneurs didn't gave up and
grasped the business opportunities of the country and the world. They nurtured a
number of characteristics of professional and large-scale market. (Zheng, Y., Yuan,
Y., Lin,C. 2002)

From the above reasons we can get a general picture of Yiwu. Yiwu’'s economic de-
velopment conditions are not superior, but lack of abundant natural resource, indus-
trial base, strong direct investment from government and adequate foreign invest-
ment. The sterile natural and economical backgrounds lead the local people to be-
come the businessman for living. The entrepreneurs of Yiwu applied their business
culture and knowledge to expand their business for many centuries until they estab-
lish the worldwide market—Yiwu Small Commodity Market. (Zheng, Y., Yuan, Y.,
Lin,C. 2002)

Nowadays, Yiwu market area reaches 4.3 million square meters, more than 62,000
commercial stores and attracts altogether 40 industries, 4,000 categories of commod-
ities. The turnover for many years has among the nation's top. The products were
exported to five continents around the world more than 215 countries and regions.
Yiwu settled the slogan of "small commodity, large industry; small businesses, large
clusters”, and has nurtured the leading industries of clothing, knitwear, jewellery, col-
our printing, zippers and other competitive industries and products. Yiwu market has
developed into the international centre for small commodities, information centre, R &
D centre and exhibition centre. (Yiwu China Commodities City Group Official Website
2012)



17

4 KEY FACTORS CONTRIBUTING TO YIWU SMALL COMMODITY MARKET'S
SUCCESS

Over the past 30 years, Yiwu small commodity market has made remarkable
achievements. From the open market to fixed bazaar, from the sole trade to trade
linkage, Yiwu has grown into an industrial cluster with a strong competitive force.
Yiwu Small Commodity Market has become a business miracle in China. Many
scholars have the research about its successful reasons from many aspects such as

governmental behaviours, business culture, international trade, etc. (Sina 2012)

According to Michael Eugene Porter's Diamond Model, there are six factors contrib-
ute to the development of a region’s industry cluster development. Among them, the
decisive role of the four endogenous variables are local production factor conditions,
demand conditions, supportive and related industries and firm strategy, structure and
rivalry. Chance and government are the two exogenous variables for the industry
cluster development. Each of the key elements of the diamond system is interde-
pendent, because the result of each of them is based on the effect of the inner coop-
eration. In addition, diamond system is an interactive system. Every factor can
strengthen and change the affection of other factors. In this thesis, the author would
use this theoretical framework, analyzes the reasons for the success of Yiwu small
commodity market. The figure 1 below shows the four factors and the interactive rela-
tionships. (Porter, M, E.2012)

Chance
Firm Strategy
Structure, and
B Rivalry
>
'y
v
Factor Conditions ‘ Demand Conditions
w.,
S A
* |
Related and

. Government
Supporting

Industries
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FIGURE1 Diamond Model (Porter, M, E.2012)

4.1 Factor conditions

According to Michael Eugene Porter, he divided the factor conditions into the primary
factors and advanced factors. In the primary factors, there are the nature resources,
climate, geographic position, unskilled labour forces, capital and so forth. The ad-
vanced factors are including the modern communication technology, information sys-
tem, transportation and the other infrastruction, and also concluding the well-

educated human resources and research institution. (Porter, M, E.2012)

Natural resources

Zhejiang Province which Yiwu city located is a province has very dwindling natural
resource. There is almost nothing can rely on the natural resources. The people are
more than the land can afford is especially serious in Yiwu. Not only this, the local
land acid is very strong, it doesn't suit the development of planting industry at all.
The most productive crop is the sugarcane. However, the sugarcane cannot regard
as food. The scarce natural resource forced the Yiwu people choose another way to
survive which is operating a business. Natural resource was the main reason for the
formation of business culture in Yiwu, and also the successful reason of Yiwu. (Hon-
est Agent 2013)

Human resources

Based on the business culture, Yiwu accumulated the entrepreneur resources for a
long time. The culture even built up the invisible information centre. They exchanged
business information and learnt from each other also. There was quite a lot of invisi-
ble information for example the management knowledge, transaction skills and so on.
The tradition formats the local people has the suitable marketing idea which can
adopt to the free market. These backgrounds leaded the Yiwu merchants got the ad-

vantages in the beginning of the 80s of China. (Neoglory Group 2008)

They created the favourable business environment and also helped them to increase
their operational management capabilities especially the operational ability. Yiwu
Small Commodity Market got the strong support from the private capital. All of these
also attracted more and more people to have a business in Yiwu. (Neoglory Group
2008)
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Combine the interview content we can see that more and more talent employees
gather in Yiwu. (Shopkeeper 5, 2013)In addition, the prosperity of the Yiwu Small
Commaodity Market leads to it has the advantage in the elite search process. On the
one hand, Yiwu's main industries are the food, textile, plastic products industries
which the capital and technology has the lower barriers to entry. Yiwu needs a lot of
basic labour to support the industries, and the local supply has been far from satisfy-
ing the requirements. This demand attracted many labour forces gathered in Yiwu.
On the other hand, with the development of industry, the talents which should has the
capabilities of science, technology and management are becoming more and more
vital, and these resources are relatively scarce. For the concentrated and diverse
talents demand in Yiwu, in order to improve the employment probability and save the
cost of personal search, a lot of people looking for employment opportunities in Yiwu.
The formation of a specialized labour market and the talent market helped the local
operators to greatly reduce the search costs. (Zhejiang Economic and Trade Network
2011)

Capital

In most of the cases, the rapid development of an area always relay on the strong
capital supporting from the external. However, through the analysis of the formation
background of Yiwu Small Commodity Market, Yiwu was exogenous considerable
lack of capital. For the whole Zhejiang province, the foreign investment accounted for
the proportion of direct investment and investment in fixed assets are significantly
below the national average. During the nine provinces in eastern China, Zhengjiang
province just ranked the 4™ of the nine according to the National Economic Census in
2004. (MBA library, 2003)

Meanwhile, in the beginning of China’s reform and opening up policy, the local gov-
ernment still kept the conservative attitude. (Yiwu International Trade City 2013) The
governmental investment was also insufficient for the development in the beginning
time. Thus, the capital which Yiwu market required during the development only can
rely on the private individuals’ investment. The strong competition and the enthusi-
asm of get more profits has been stimulated by the situation during the operators, but
the speed and scale of the accumulation of personal capital still cannot meet the
needs of rapid development of the market. So the local government increase the in-
vestment first which encouraged the local market a lot. (Yiwu agent service centre for

investment project approval 2012)
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On the other hand, the government established the Foreign Investment project.
Based on this purpose, the government made a plenty of policies and laws to attract
the foreign investment. When they expanded the attract investment scale, they fo-
cused on comprehensively improve the quality and level of utilization of foreign capi-
tal and explicitly the investment target as well. Especially for the global top 500 enter-
prises, large international buyers, foreign offices in Yiwu and institutions. They putted
the effort to get the investment project of more than $ 10 million. At the same time,
they expanded the channels of investment to the universal merchants for example

the local citizens. (Yiwu agent service centre for investment project approval 2012)

For the Foreign Service Project, if the registered capital reached $ 1 million, the gov-
ernment can provided the reward of 0.03 Yuan/ 1 Dollar. For the Foreign Industrial
Project, the actual use of foreign capital per year reach 1 to 2 million dollars, 2 to 3
million dollars and more than 3 million dollars can get the reward of 0.01, 0.02 or 0.03
Yuan/ 1 Dollar. For the global top 500 enterprises, when the actual use of foreign
capital reaches 5 million dollars, the government can gave 500,000 Yuan for the extra

reward. (Yiwu agent service centre for investment project approval 2012)

Infrastructure

Transportation should be regards as the most important factor in the infrastructure
which supports the local economic in many aspects. In the transportation, there are
the railway, highway, aviation and water transportation. In Yiwu, the main transporta-

tion industries are the railway, highway and aviation. (Zhejiang Daily 2013)

Nowadays, the highways and roads had leaded to the formation of the 10-minute
economic circle in Yiwu. The trunk highway passes through the Yiwu area. Jinhua-
Quzhou highway, Yongijin express way has been completed, so that Yiwu to Ningbo
Port and Hangzhou(the capital city of Zhejiang province) will be shortened to about
more than one hours and only around two hours to Shanghai. (China Yiwu Govern-
ment 2013)

Shanghai-Kunming railway line runs through the territory of Yiwu. This railway links
many big cities such as Shanghai, Kunming and Jinhua. It just takes 2.30 hours from

Yiwu to Shanghai by the railway. (China railway customer service centre 2013)

Yiwu Airport has opened 14 airlines to Guangzhou, Shenzhen, Shantou, Xiamen,

Haikou, Shanghai, Beijing and other cities. (Feeyo 2013)
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Based on this convenience transportation, Yiwu developed the easy connection with
the main biggest cities for example Shanghai, Shenzhen, Hangzhou and so on. The

well developed transportation system provided a great support for Yiwu.

Telecom services include the telecom broadband network, radio and television
broadband network which formed the international information communication net-
work. Yiwu Small Commodity Market has been set up information networks compa-
nies. They input the main commodity information to the computer information network.
They founded for example "Yi Zhou", an e-commerce sites which provides online

trading services platform. (Excellent Chinese Enterprises Websites Navigation 2013)

The Yiwu postal service network has covered the urban and rural areas. The network
combines the cash flow, information flow, and logistics together and provide the post-

al letter and fast courier service. (China Yiwu 2007)

Yiwu logistics industry started in the shipment of industry for the less-than-truckload
distribution. LTL freight logistics service in Yiwu logistics industry has a central situa-
tion. It was in the country's first to form a series of management systems industry. In
May 1985, Yiwu--Pukou Railway agent was established, marked the Yiwu logistics
industry derived from traditional transport. In 1989, Yiwu City has a total of 59 for-
warding companies which can provide the service of the flow of goods to 19 provinc-
es, 56 cities. The annual transport capacity was approximately 90,000 tons. In 1997,
there were 100 transportation lines, the annual logistical volume reached to 30 million
tons. In 2000, there were 222 forwarding companies, and opened the new national
railway lines. The international freight reached 12,000 TEUs, and the annual
transport capacity reached to more than 1 million tons. In the end of 2007, the busi-
ness direct accessed to the country's 30 provinces, more than 250 large and medium
cities. The logistic in Yiwu covered the country’s most of the developed regions level
cities and towns. Transportation volume was more than 5 million tons in 2007. There
were 6 railway transportation lines opened. Air cargo and mail volume increased year
by year, in Yiwu air cargo forwarding companies operating around hundred. (Yiwu
City Logistic Office 2010)

Around the market, there are plenty of hotels. There are also quite a lot of entertain-
ment industries based on the prosperous of Yiwu. The stores and supermarkets pro-
vide the basic needs for the guests and local residents. The Yiwu’s government also

built up some buildings for the foreign investors in order to provide the best living op-
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tions for them. The water and power system are complete in Yiwu since many years
also. The drinking water in Yiwu can meet the national standard level. The electricity
system is quite completely based on provide the 220V electricity as well. (Internation-
al Yiwu 2012)

Yiwu has the advanced facilities with the province's first-class City Center Hospital,
Traditional Chinese Medicine Hospital and Maternal and Child Health Hospital. There
are more than 3,500 existing health technicians to provide comprehensive health,
epidemic prevention, medical examination, medical and ambulance services for the
public. (Baidu Library 2010)

Yiwu has the strong educational facilities. They have 22 national and provincial
schools. There are 11 million students in the primary and secondary schools of Yiwu.
The enrolment rate of the high school reaches 90.7% and 42% for the university en-
rolment rate of school-age population. There are also many schools opened just for
the foreign language speakers. It is very convenient for schooling for children of the
foreign business people and the personnel from other places in China. (Baidu Library
2010)

Hardware facilities

The market set up special foreign trade commodity centre, introduces goods from 18
countries and more than 80 foreign trade, Sinotrans and foreign service agencies.
The central air-condition, broadband, telephone has installed to each commercial
spaces. Cars can directly access to each floor. In 2003, it opened June Yiwu China
Commaodity Digital City, and just over one year, it has developed more than 3,000
members, more than 500,000 kinds of goods online, and over 100,000 hits per day.
With the establishment of food and beverage, telecommunications services, atrium
leisure, transport logistics, financial leasing services, the world's largest and most
modern market became a collection of shopping, tourism and leisure in one of the
international business district. The construction of hardware facilities has speed up
the pace of the market for catch up with the international standards. (Baidu Library
2010)

As can be seen from the above condition, Yiwu has a comparative disadvantage in
natural resource and financing resources. However, Yiwu made the miracle that cre-
ates the factor conditions instead. Yiwu market has fully developed its unique human

resource, complete infrastructure and supporting services, as well as different
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sources of capital. They formed a solid foundation for the development of the com-

modity market.

On the other hand, the lack of natural resources is the static competitive disad-
vantage. But it can be a dynamic competition advantage as well. According to the
statistics, the start of market-oriented reforms and advance speed is inversely propor-

tional to the agricultural resource conditions. (MBA Library 2013)

More cultivable land per capita for regions, such as Quzhou and Huzhou areas of
Zhejiang province, the regional market of start and promote speed is slower than the
ones which lack of natural resources. The plenty of local agricultural resources made
the region inert, this leads to the lack of economic development efficiency. In terms of
competition, the importance of this type of production factors has been getting lower
and lower. Since the Yiwu’'s comparative disadvantage in agricultural production, it
made the local poor and backward. Meanwhile, this stimulates their courage to re-
form, risk-taking market awareness, and long engaged in the operating activities of
the commodity and innovation in the field, in order to achieve the adverse factors of
production to the creation of new competitive advantage. It decreases the opportunity
cost for the local farmers turn their roles form farmers to smaller suppliers. (Baidu
Library 2010)

4.2 Demand condition

In this thesis, the demand condition could be divided into the scale and quality. The
demand amount will encourage the enterprises to increase the production, but also
will attract more competitors join this industry. Concerning the importance, the de-
mand quality perhaps is more important than the demand amount. The critical cus-
tomers will force the enterprises chose the innovation so that can get more competi-

tiveness than the competitors.

The small commodities are the necessary goods for people daily use so that there
will always exist the demands. With the increasing average income and living stand-
ard of Chinese people, the demands of small commodities were continually increas-
ing as well. The situation expands the market for the small commodity’s production
and trade. The developed countries’ industrial structure, product structure, corporate
structure has significant changes. The labour-intensive industries, labour-intensive

aspects of technology-intensive industries are speeding up the transfer to China and
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the other developing countries. Developed countries have paid attention to the devel-
opment of high-tech industries. Small commodity production often does not get the
enough attention, but their life is inseparable from the small commodity. The oversea

markets are expanding and have the high demands as well. (Yin, S. 2010)

The well developed transportation, logistical system and network system of Yiwu all
could enhance Yiwu’'s competitiveness. The worldly demand information could be
soon grasped by Yiwu Small Commaodity Market. Even Yiwu is a place which serious-
ly lack of the production factors, Yiwu still can get the factors in a short time and in a
cheap price with the convenient logistics. Furthermore, the global information and
transportation system also probably lead the marketing and demands increasing con-

tinually.

Innovation played an important role during the development. Because of the im-
provement of the living standard, people have higher requirements of the quality,
types and functions of the small commodities. In order to meet the increasing cus-
tomers’ requirements, the Yiwu enterprises have to set up the innovative strategy.
The companies should apply the new and advanced technologies, invent new prod-
ucts and more sales channels. The idea is not only beneficial for the branding of the
individual company, but also the industry’s development and updating and promotes

the industry’s competitiveness. (Peoples network 2006)

Many famous brands were born in Yiwu area. Town Dachen, which named the
“hometown of shirts of China”, has many famous brands for example Nengdali, Aoge
and Wanshida. In the developing process, many companies determined to expand
their product lines and product assortment. For example the clothing industry, many
enterprises changed expanding their assortment. In the beginning, most of them just
have the shirts, but now they have suits, jackets, T-shirt and so on. This strategy pro-
vided more options for the domestic and international customers and increased the
sales. (China Yiwu 2007)

Credit transaction is an advanced stage after the barter trade and money transac-
tion. If during the transaction, the both sides are trustworthy. Since the credit system
settled, the transaction can continue in the next time in an easy way. This mode of
trading very likely reduces transaction costs and improve the efficiency of the trans-
action, increasing the speed of logistics, and make transactions can continue. (Shop-
keeper 3, 2013)
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In Yiwu market, credit trading is gradually becoming a major way of trading. First is
the operators’ access system. In order to improve the quality of new admission busi-
ness entities, the operators should accept the management system, must bid for the
Industry and Commercial Business License and Trading Card of Yiwu. They also
need to attend the training to learning relevant laws and regulations. The second is
the Credit Card of Yiwu system. Credit card is another shopping voucher in case of
guality problems, so that the consumers (merchants) can apply exchange or return
the goods to the operator. Operators must be clearly marked the prices. The third is
the management system of the listed commaodity. The listed goods are classified into
3 classes. The first class goods could easily lead to the danger to life, property secu-
rity or politically wrong goods. This category of goods should be firmly controlled and
take records. The second category of goods may affect the safety of the public secu-
rity. The inspection of the origin of the goods and the relevant documents are needed.
The third category of goods is the products except the class 1 and class 2. It requires
the operators prepare the relevant documents for the contingent inspection. (110 Le-
gal Advice Webpage 2006)

There are also many other terms in the credit system, which all of them contributed to

the good credit of Yiwu.

International standard also required since Yiwu has the international market. There
are many oversea Yiwu international commodity distributing centre for instance in
Panama Cologne, Dubai, United Arab Emirates and Chile. Yiwu merchants spread
around the world and formed a huge market network. They spread the products in-
formation to the world and bring the information back to Yiwu. This active operation

mode made Yiwu become more and more international. (Xinhuanet 2012)

Combine all the information above, we can get the knowledge of demand conditions
from the scale and quality aspects. The scale increased by the marketing expanding
of domestic and international. The quality also increased by the strong domestic and
international competition by through different ways such as innovation and improved

the services.

4.3 Supportive and related industries

The related industries and supporting industries of Yiwu have the complete support-

ing services which lead the improvement of industry and commerce and the prosper-
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ous of the exhibition industry, and other benefits. The developed related industries
and supporting industries create advantages for Yiwu in several aspects. First of all,
they are efficient, early, rapid deliver the most cost-efficient raw materials, products,
and information. Second, they provide the advantage of innovation and upgrading.
Because of Yiwu and the related and supporting industries are close to each other
geographically, the interaction has the effect of mutual benefit and self-reinforcing.
(Porter, M, E. 2012)

Exhibition industry

The Yiwu Expo began in 1995. After 10 years of development, Yiwu Expo’s level,
size and participate rate of businessman was increasing every year. Since the Meihu
Exhibition Centre enabled in 2001, they got a incredible development. In the next
year it has been upgraded to be the international exhibition holding place which co-
operated with the Ministry of Commerce of China. The Yiwu Expo led the develop-
ment of the local specialized exhibition. According to statistics, in 2001, they hold 11
specialized exhibitions, 12 exhibitions in 2002, 13 fairs in 2003 and increased to 17
fairs in 2004. The 18th China Yiwu International Commodities Fair which hold in 2012
October, there were 2892 companies from 30 provinces of China and 63 foreign
countries. The international standard stands reached to 6000 and the area expanded
to 180,000 m?. The volume of transaction during the fair is 16.34 billion Yuan, and
the foreign transaction was 1.54 billion dollars which take the portion of 61.6% of the

total transaction volume. (China Yiwu International Commodities Fair 2013)

At the present, Yiwu specialized exhibition has the following two characteristics:

The specialized services. The conference hosts mainly are the exhibition services
companies. The Yiwu exhibition industry really formed to an industry since Yiwu has
the policy that the exhibition services companies can organize the professional exhi-
bition as long as they got the appropriate operational licenses. This leads to a num-
ber of exhibitions services companies can be in the equal competition environment
and constantly development. In the recent years, this fair industry is blooming like the
small commodity market. The large numbers of the companies promoted local con-
ferences move toward the standardization, specialization and internationalization.
(China Yiwu 2009)

A number of brand professional exhibitions. For the reason of the prosperous of Yiwu

Small Commodity Market and the development of the clothing, hardware and home
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appliances, jewellery, socks and woollen toys, zipper and printing. In order to high-
light these industries, Yiwu Small Commodity Market organised many specialized
expos, for example the stationary goods expo, toys and gift exhibition and so on.
Take 2012 as example, the hardware and home appliances exhibition attracted 120
countries and more than 45,000 trade representative and the purchaser. According to
the statistics, in the whole year's specialized exhibition in 2012, the hardware and
home appliances expo area exceeded 30,000 m” and more than 1,100 companies.
The volume of transaction broke the point of 1 billion Yuan. (China International

Hardware & Electrical Appliances Trade Fair 2013)

Yiwu has been called one of MICE cities with most development potential in China. In
the future, Yiwu exhibition industry will be internationalization, specialization, market-
izaiton and branding. They will focus on both exhibition and conference, strengthen
the policy guidance, integrated exhibition resources, regulate the exhibition market
and optimize exhibition environment. (China Yiwu International Commodities Fair
2013)

As we all can see, the increasing competition in the worldly market makes the exhibi-
tion is more and more important. The exhibition as a business platform, offers a stage
for the companies and market to present the products, technology, have trades, col-
lect information and expand the market. The exhibition industry has many functions
such as providing products information and transaction. They were all could contrib-

ute to the prosperous of Yiwu.

Through the exhibition, the enterprises can present their brands, advertise their prod-
ucts by the information channel and network advertisement channel which Yiwu Fair
offers. The enterprises can directly contact with the target customers in the shortest
time, then send the products information to the certain customers and get the instant

feedback from the customers.

Exhibition is the centre of communication and trade for the producers, wholesalers
and distributors. The enterprises can set up the relationships with the stakeholders
and build up the enterprise overall image. Exhibition can highly reduces the process-
es of connect the producers, wholesalers and distributors. It is also reduce the mar-

keting cost for the companies. (Imosi 2012)

Through the research for the exhibition part, the results show that most of the opera-

tors can collect much information about the competitors, distributors, customers and
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potential customers. They can get the newest products, invention and the trend from
all over the world. This reliable information can help companies to adjust their strate-

gies.

Exhibition is cheaper and effective than the other promotion like the personal selling,
public relations and advertisement. Customers could know the brands and products
in a short time. It is more effective and low cost so that the enterprises can reduce the

operating cost and better for the price strategy.

The Yiwu exhibition attracted many international companies to have their own stands
and many purchasers came to visit and order. The exhibition accelerated the interna-

tionalization of Yiwu.

Manufacturing Industry

Based on the Yiwu’'s prosperous, the main products and businesses are the small
commodities so that the manufacturing industry grown up. The manufacturing indus-
try cultivated the leading industries and products such as clothing, knitting, crafts,
colour printing and zipper, even on the global scale. (China Yiwu International Com-
modities Fair 2013)

The knitted hosiery industry is the main industry and has over 60,000 hosiery ma-
chines in 2006. The tens of thousands of the world's most advanced hosiery ma-
chines contribute about 50% of the country's total production. (China Yiwu Cultural
Products Trade Fair 2006)

The clothing industry in Yiwu became one of four major domestic shirt production
bases. Dachen and Suxi are known as the "shirt hometown of China”. (China Yiwu

International Commaodities Fair 2013)

The toys industry produced the inflatable, plastic, plush toy products which had sold

to dozens of countries and regions. (China Yiwu International Commaodities Fair 2013)

The crafts industry includes jewellery, decoration and photo frame are the competi-
tive crafts industries. The Yiwu businessman also made the production equipments
increasingly modern and the styles tend to be popular in the world. (China Yiwu In-

ternational Commodities Fair 2013)
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Since 1992, Yiwu has begun the build of the economic development zone. After the
implementation of the completion of the development of first to third phase of Yiwu
economic development zones, the area reached to 10.6 km?. There were 387
industrial enterprises until 2007. In the end of 2007, the total industrial output value
was 14.26 billion Yuan. Yiwu bred many famous brands for instance Langsha Socks,
Niannianhong furniture, Huahong craft, Wei Hella chain, Wangbin frame and Clock-
wise underwear. There are a large number of backbone leading scale enterprises, for
instance Langsha was named the "China Famous Brand". The fourth phase of Yiwu
with 22 square kilometres has started in 2003. The local government has also been
actively applying the 2 national projects of 100 km? for the Export Processing Zone
and Development Zone which as a leader in cluster development for China Commod-

ity manufacturing base. (Yiwugou 2009)

Trade and industry linkage

There were existed 4 stages for the formation of the trade and industry linkage.

In the first stage from 1978 t01992, the market has not been formed, mainly are the
personal mobile direct marketing. There were already quite many small family work-
shops. They produce the products and sell by themselves. Normally, the production

and the operation owners are the same person. (Guang Ming Online 2009)

When the time went to 1993 until 1997, the relationship of trade and industry has
turned to be the professional market and massive economic relay on the industry.
The “opening market” has developed to the early specialized market. The industries
got the initial formation of a massive industrial belt and interregional specialization.
(Guang Ming Online 2009)

The third stage was from the early 1998 until 2002. The urbanization also promoted
the market for its well developed. The specialized market has been developed sharp-
ly and has the international market as well. The township enterprises have booming
at that time, especially the SMEs. The industry organizations gradually transition to
the modern enterprise system and the professional operation as the companies’ main
objective. During this period, the development of industry became an important factor

to promote the trade development. (Guang Ming Online 2009)

The last stage is since 2003 until 2013. In 2001, China access of WTO and got a sig-

nificant position in the international trade. Yiwu set up the strategy of take Interna-
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tionalization as its main object. In the domestic market, Yiwu Small Commodity Mar-
ket--the professional market has become the country similar goods distribution centre
and sales centre. The market even expanded the international trade. Enterprises con-
tinued to grow and develop as well. The usage of information technology to improve
the ability of innovation becomes the new goal of the enterprise development. At this
time, the trade and industry has tightly linked and promoted each other in many re-
spects. The trade and industry linkage has a strong impetus to the development of
commercial and industrial interaction in Yiwu from many aspects. (Guang Ming
Online 2009)

By the analysis of Yiwu, the Yiwu Small Commodity Market perhaps improved the
competitiveness of local industry from 3 aspects. First, because of the Yiwu market
has countless kinds of products. It can provide the huge choosing opportunities, save
the time and energy for the customers. This convenience also attracts more and

more customers and purchasers, and it also expended the market.

Meanwhile, the specialized market is also the centre of information, and the concen-
tration of the customer helps the manufacturers can more accurately grasp the cur-
rent supply and demand trends. The displaying of products provides the opportunities
of know the competitors’ products and newest technologies in the shortest time. It is
in support of the enterprises adjust the production and operation strategies in order to

improve their own competitive forces.

Third, the cooperation of market and industry can support the enterprises to present
the newest products and support the timely and effective spread of the new product’s
information. The market could be the production companies’ presentation stage. This
cooperation also highly reduces the marketing cost for the production companies.
Especially the cooperation with the exhibition, it can get the remarkable achieve-
ments for the companies. Yiwu provides customers with first-hand business opportu-
nities. Customers can found the business opportunities in Yiwu and get a competitive

advantage. These new product information attracted many customers.

The Yiwu Small Commodity Market also cultivated the local leading industry. Based
on the advantages, Yiwu gradually built up two industrial economic development
zones, and nurtured the advantageous industries and products such as clothing, knit-

ting, crafts, colour printing, zipper. (China Yiwu International Commodities Fair 2013)
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Furthermore, Yiwu's trade and industry linkage likely can reduce the costs. It makes
production enterprises and market geographically closer so that can reducing the
circulation of products, greatly reduce the cost of transportation, enterprises also eas-
ier access to low-cost advantage. The products have the possibility to sell at a lower

price and attract more customers.

Since the combination of trade and industry, the linkage became the virtuous cycle
for the promotion of economic development. On the one hand, the market's strong
throughput effectively promoted the structural adjustment of the industry to constantly
adapt to the demand, and greatly accelerate the speed of industrial upgrading and
replacement. On the other hand, the market has the support of the local industry and
the steady stream and a wide variety of product supply. These provided a solid mate-

rial foundation for the further prosperity of the market. (Baidu Library 2010)

4.4 Firm strategy, structure and rivalry

Through the interview we can get the information that most of the companies are the
private enterprises. (Shopkeeper 1, 2013) This leads to Yiwu's development should
thanks to the non-governmental forces. The entrepreneurship and investment are
mostly from the individual behaviour of market operators and business owners. Local
businesses are also family workshops or family business. This corporate structure

generates it has the following advantage:

The initial financing channels. Family business in the early days, by virtue of the spe-
cific genetic connection between the family members and their social network re-
sources, company can quickly gathered the initial capital. Family commonality of in-
terests and objectives will make the whole family whole-heartedly work selflessly in
the early days, so it can gain a competitive advantage in a very short period, and rap-

id completion of primitive accumulation of capital. (51paper 2006)

Low costs management. In the beginning of the company build up, the family mem-
bers has the trust first, so it is very harmony already during the organization. The un-
derstanding and trust are much higher than other enterprises and no need the extra
monitoring and control so that the management cost could be minimum. (51paper
2006)
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Fast decision. Because of they are family business, so that the decision making could
be very fast. There no exist the higher authority referrals and the discussion of board.
Only need the family group get the unified opinion, sometimes even the parents can

make the decision. (51paper 2006)

Same goals. When consider the whole family’s interests, normally the interests of
consistency will make all the family members are very sensitive about the changes in
the external environment. Especially the information of the market changing will de-
liver to every member of the enterprise. In practice, because the influence of the in-
formation interaction among the members, it is very easy to reach the consensus
about the policies and implementation. Meanwhile, the same family goal is also lead
the members to work harder and maximum the benefits of the company. (51paper
2006)

Effective network of organization. The public relationships of the family members can
make a huge network. Especially in China, public relationship is very important for a
company. This network can highly reduce the risks and the costs.

(51paper 2006)

Due to the limited demand in the domestic market, the strong market competition
eventually forces the manufacturers to seek a broader international market, and strive
to be famous overseas for better, efficiency and higher profit. Thanks to the test of
their fierce domestic market competition, the strong manufacturers are more likely to

succeed in foreign markets. (Imosi 2012)

During the research, some of the interviewees spoke highly of the products manage-
ment of Yiwu. In the market inside, Yiwu Small Commodity Market use the manage-
ment method of put the same types of goods in the same area for customers to
choose and buy. There are quite a lot of stands and similar products in the same area,
so that the operators face the directly competition. Thus, how to create a greater ad-
vantage to attract customers has become a common goal of all operators. This com-
petitive pressure stimulates the aspirations and actions of the operators to improve

and innovate. (Shopkeeper 2, 4, 2013)

They try to find ways to use advanced technology to reduce the cost of procurement,
transportation, inventory, and many other aspects of the product to have the price
advantage and improve product quality to meet the different customer demand. Intro-

duce new products to create the first-mover advantage, provide better after-sales
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service and more additional services to increase customer satisfaction. Price ad-

vantage would be the most important strategy for these shopkeepers. (Qudao 2013)

Their competition is not just for market share, including human resources, technology,
and the right to “show off”. When a manufacturer succeeds in the market, it will lead
to more competitors enter into the market. When some strength became widely ap-
plied in the market, the competitiveness of the market has also been improved. How-
ever, for the single operator, the original advantage has become widely known and
used so that he can no longer rely on its leading position. No operator has a perma-
nent advantage. The pressure of competition will always make the operators begin a

new round of innovation. (Qudao 2013)

Such competition in the market leads to the continuous improvement and upgrade,

and provide the market with a steady stream of power.

4.5 Government

In order to promote the development of Yiwu Small Commodity Market, in recent
years, Yiwu's government implements a series of actions to create a good environ-

ment for Yiwu market. (Dongyang News 2010)

The government promoted the real economy, uses the industry to develop the com-
merce and supports the competitive industries. Yiwu's government expanded the
economic development zones and accelerated the development speed. The standard
factories have been enlarged. The government took firmly control of the production
guality and also encourages the companies or products with the high-technology.
They also encouraged the usage of advanced technologies and international stand-
ard production equipment so that promoted industrial updating. They used the impact
of famous brands to lead the other enterprises to set up the modern enterprise sys-

tem in order to improve competitiveness. (Dongyang News 2010)

Accelerate the urbanization speed. Yiwu implemented the new strategic of the urban
development: Take the city as the centre, constructed three vice cities and an outskirt
of functional areas. The fast-track connects them in order to form the group coordi-
nated city. Yiwu's government constructed many projects for instance the sports cen-
tre, garden, international logistic centre and so on in order to accelerate the urbaniza-

tion. The city government also attaches great importance to the construction of the
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urban landscape, and strive to create a good living and leisure environment. (Dong-

yang News 2010)

Yiwu International Expo also holds with the governmental support. The fairs attracted
billions of customers every year. Since the Yiwu Commodity Fair held in 1995, the
companies from Korea, Japan, Thailand, America, Europe and Africa joined the fair

and brought a significant effect. (China Yiwu International Commodities Fair 2013)

Improve the investment environment. In the recent years, Yiwu’'s government started
to improve the investment environment for the foreign capital. A lot of policies have
been published. At the same time of enlarge the investment scales, the local gov-
ernment focus on the quality and standard of the foreign investment. The emphasis is
attracting the project which more than 10 million dollars, also the global 500 enter-
prises, large international purchaser and the other foreign institutions. In addition,
Yiwu’'s government in accordance with the business city’s features and international
conventions, actively take the role of management of foreign institutions in Yiwu.

(Yiwu agent service centre for investment project approval 2012)

From the research, we can see that Yiwu’'s government also firmly cracks down on
counterfeit goods and controls the taxation system so as to create a fair and orderly

environment.

In the free market, government is very importance still. Government should follow the
natural principles in the free market and according to the needs, give the guidance
and provide services and protection. During this process, government plays a very

vital role.

4.6 Chance

Chance is the booster of Yiwu's succeeded. Especially the several political changes
in China provided the successful essentials for Yiwu. However, chances are the ex-

ternal factors which the market itself cannot control.

Reform and openness
The reform and openness policy leaded the big chance of China’s political and eco-
nomic system. Chinese society changed from the planned economy system to the

free market economic system. Since then, goods can be exchange and flow freely in
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the market, and the commerce and trade had been grown to prosperity. This policy
allows private enterprises and directly emerged the Yiwu Small Commodity Market.
(Zheng, Y., Yuan, Y., Lin, C. 2002)

Two economic system reforms

Since 1979, there were 2 major changes have taken place in China’s rural economy
system. First is the implementation and popularization of the household contract re-
sponsibility system. It increased the agricultural productivity and farmers got the ben-
efits form the institutional change. The second change is the rural economic structure
transformation. This policy allows farmers participate in the second and third indus-
tries so that they can get more benefits and freedom from the non-agricultural indus-
tries. (Zheng, Y., Yuan, Y., Lin, C. 2002)

The local government

In the beginning, the local government applied the policy of forbidden the free market.
There was even punishment for the private commercial activity. Then, the local gov-
ernment loosed the policy, but still don’t encourage the private commercial activity. In
the beginning of 80s, Yiwu’'s government chose the positive policy which encouraged
the business activities. Since that time, Yiwu Small Commaodity Market got the appro-

priate soil to grown up. (Yiwu International Trade City 2010)

Since 1984, Yiwu’s government published a lot of policies which all beneficial for the
Chinese and international merchants. The local government also has many policies
which improved the Yiwu’s environment, business environment and investment envi-
ronment. These actions obviously promoted the prosperous of Yiwu Small Commodi-
ty Market. (Yiwu International Trade City 2010)

WTO

Since China joined WTO in 2001, it has the significant influence for Yiwu Small
Commaodity Market especially beneficial for its internationalization. This leaded Yiwu
rapidly expanded its international markets. The pressure from the international com-
petition also became a force to promote the innovation and improvement. (Peoples
Network 2002)

In this case, the governmental policies could be the chances for Yiwu. No matter the
implementation of the household contract responsibility system, the reform and

openness policy, the local government’s policy, or the access to WTO, they are all
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the chances which only can rely on the government. They were probably promoted

the development of Yiwu Small Commodity Market.

4.7 The interaction mechanism of the diamond system

In the diamond system the main factors are the factor conditions, strategy, structure
and competition, related and supporting industries and demand condition. These four
factors are not isolated to the competitiveness of the commodity market to play a role.
It is an interactive system, each of the key elements is interdependent, and any of the

effects are based on the co-ordination of the other conditions.

The interaction of the four factors can be show from these aspects:

Factor conditions and strategy, structure and competition. In the small commodity
market, the competitions between the operators are very strong. In the beginning of
development, perhaps the shopkeepers focus on the initial development and not so
much requirement of talents. However, the interview shows they indeed need the

group of people nowadays. (Shopkeeper 5, 2013)

Therefore, they need more competitive advantages through the ways for instance
more talents, more convenient communication mode, faster logistical system and
huge capital. For this demand of Yiwu, the talents gathered in Yiwu, the hardware
and software of the market went to optimum, the investment of government and for-
eigners has increased, the services of finance and communication is going to com-
plete. These all promoted the increasing, expanding and updating of the production
factors. Meanwhile, the improvement of production factors provided the support for

the competition.

Related and supporting industries and strategy, structure and competition. The prod-
ucts competition is most important content in the small commodity market competition.
Without the manufacturing industry, it is very hard to get various, high quality, high
performance and good brand products. In Yiwu, the strong competition which hap-
pened in the market will also has the influence to the manufactures’ competition and
development. The fast turnover rate of goods requires the manufactures have more
effective organization and operation. The demand of new products stimulates the

enterprises keep innovation also. The oversea markets require the products should
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meet the international standards. These pressures provided enough motivation for

them development.

From the analysis above we can get the conclusion that the inner competition of the

market activates the interaction, especially important for the diamond system.
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5 CONCLUSION

Yiwu Small Commodity Market had a rapid development and great achievement in
the past 30 years. The market grown up from the door to door selling to nowadays
support one city’s economic. It has become one of the biggest small commodity mar-
kets in China, and also has a big influence in the world. Yiwu made the miracle that

change “Made in China” to “Made in Yiwu".

In this research, interviews which belong to the qualitative research had been taken
in March of 2013. The authors interviewed 5 operators in Yiwu Small Commodity and
got lots of useful information which helped a lot during the analysis of Yiwu's suc-
cessful reasons. During the thesis, many economics and historical literature had been
searched for the data gathering. Especially the combination of business analysis and
the reality are indeed the precious practical study. They all strengthened my profes-

sional knowledge of my major—International Business.

Combine the interview and literature study, | got the answer of my research prob-
lem—what are the successful factors of Yiwu Small Commodity Market. | chose Mi-
chael Eugene Porter's diamond model to write this thesis. The diamond model pro-
vides a good structure for my analysis. This thesis explains the competitive edge and
the formation reasons of Yiwu Small Commodity through several aspects. For in-
stance, historical reasons, political policies, human resources and other factors con-
tributed to the success of Yiwu. The reform of the economic system and the reform
and openness provided Yiwu the huge business opportunities. Furthermore, the link-
age of trade and industry also supports Yiwu's expanding. The historical reasons
leaded the formation of Yiwu Small Commodity Market and cultivated the local busi-

ness culture.

My suggestion of the future research study of Yiwu market can start from the im-
provement of the market because of nowadays there are many commodity markets
existing as the competitors. The improvement study could be very useful for Yiwu

Small Commodity Market’s future development.



39

REFERENCES

Published sources

Lu, L., Bai, X. 2000. From “sugar-for-chicken feathers” to the enterprise clusters. Fi-
nance and Trade Economics 11, 64-70

Mack, N., Woodsong, C., MacQueen, M., K., Guest, G., Namey, E. Qualitative Re-
search Methods: A Data Collector’'s Field Guide. Durham: Family Health International.

Porter, M, E, 2002, The Competitive Advantage of Nations. Beijing: Huaxia Press

Recklies, D, 2001, Porter's Diamond — Determining Factors of National Advantage,
Place of publishing or publisher unknown.

Shuo, Y. International Experience and Lessons of Industrial Restructuring in Devel-
oped countries. Chongqging: Chongqging University of Industry and Commerce. De-
partment of Industrial Economy Research. A Thesis

Wang, Z. 2004. Professional Trade Organization Growth and Regional Economic
Development. Journal of Zhejiang Shuren University 4, 25-29

Zheng, Y., Yuan, Y., Lin,C. 2002. Interpretation of the Market Province: Zhejiang pro-
fessional market phenomenon research. Hang Zhou: Zhejiang University Press

Unpublished sources

Shopkeeper 1, Yiwu, telephone interview 9" March 2013
Shopkeeper 2, Yiwu, telephone interview 9" March 2013
Shopkeeper 3, Yiwu, telephone interview 13" March 2013
Shopkeeper 4, Yiwu, telephone interview 15" March 2013
Shopkeeper 5, Yiwu, telephone interview 18" March 2013

Internet sources



40

Baidu Library, 2010, Successful essentials of Yiwu Small Commodity

Market Study and the Utility Value Research, [Reference made 14.4.2013]. Available
at:

http://wenku.baidu.com/view/ea3f3d4b2b160b4e767fcf62.html

China Yiwu International Commodities Fair, 2013, The 18th China Yiwu International
Commodities Fair, [Reference made 14.4.2013], Available at:
http://www.chinafairs.org/about/ljhg/t19425.html

China Yiwu International Commodities Fair, 2013, The Special Characteristics of
Yiwu's Fair, [Reference made 19.5.2013], Available at:
http://www.cn-fair.com/yiwu/gaikuan.html

China Yiwu International Commodities Fair, 2013, The 18th China Yiwu International
Commodities Fair, [Reference made 19.5.2013], Available at:
http://www.chinafairs.org/about/ljhg/t19425.html

China International Hardware & Electrical Appliances Trade Fair, 2013, Previews,
[Reference made 14.4.2013], Available at:
http://www.ywexpo.cn/

China Yiwu Cultural Products Trade Fair, 2006, Rapid Development of Yiwu Knitting
Industry, [Reference made 14.4.2013], Available at:
http://www.ssofair.com/news/zycj/t18574.html

China Yiwu, 2013, Yiwu Distribution Highway Intersection, [Reference made
19.5.2013], Available at:
http://lyiwu.gov.cn/zwbk/ggfw3/jtcx/ggjt/jtxx/201202/t20120227 397872.html

China Yiwu, 2007, Leading Industries, [Reference made 19.05.2013], Available at:
http://dcz.yiwu.gov.cn/dcjj/nyjj/

China Yiwu Government, 2007, Dachen Town Five-year Plan for National Economic
and Social Development, [Reference made 19.05.2013], Available at:
http://www.yw.gov.cn/zwbk/zwgk/ihgh/swgh/201106/t20110630 346837.html

China Yiwu, 2009, Yiwu Exhibition Industry Becomes more International, [Reference
made 19.05.2013], Available at:
http://www.yiwu.gov.cn/glb/ywgl/ywkf/2008/hzjjp/200904/t20090401 178845.html

Dongyang News, 2012, Yiwu Government Work Report, [Reference made 20.5.2013],
Available at:
http://dynews.zjol.com.cn/dynews/system/2010/02/09/011830055_01.shtml




41

Excellent Chinese Entreprises Websites Navigation, 2013, Yiwu Office of Shanghai
Yi Zhou Science and Technology Company, [Reference made 19.5.2013]. Available
at:

http://z681.cn/cO630Q0Q11.html

Feeyo, 2013, Yiwu Airport Timetable, [Reference made 14.4.2013]. Available at:
http://www.feeyo.com/flight/YIW.htm

Guang Ming Online, 2009, Yiwu mode and its revelation for the study and practice
the scientific outlook on development, [Reference made 5.5.2013]. Available at:
http://www.gmw.cn/content/2009-01/14/content 874315.htm

Honest Agent, 2013, Yiwu Market History, [Reference made 10.03.2013]. Available at:
http://www.okyiwu.com/Yiwu%20Market%20History.html

Imosi, 2012, The Definition and Roles of Exhibition Industry, [Reference made
19.5.2013]. Available at:
http://news.imosi.com/news/20110214/13438.shtml

Imosi, 2012, Yiwu Expands the International Market through Yiwu Fair, [Reference
made 19.5.2013]. Available at:
http://news.imosi.com/news/20120105/37674.shtml

International Yiwu, 2012, Introduction of Yiwu Small Commodity Market, [Reference
made 19.5.2013]. Available at:
http://bbs.yiwue.com/yiwu-1410-1-1.html

Jinhua News, 2011. Commodity macrocosm- The 30 years development of Yiwu,
[Reference made 15.03.2013]. Available at:
http://www.jhnews.com.cn/jhrb/2011-10/21/content_1899473.htm

MBA library, 2013, Foreign economic, [Reference made 10.04.2013]. Available at:
http://wiki.mbalib.com/wiki/%E5%A4%96 %E8%B5%84%E 7%BB%8F%E6%B5%8E

MBA library, 2013, Industry Cluster Theory, [Reference made 10.04.2013]. Available
at:
http://wiki.mbalib.com/wiki/%E4%BA%A7%E4%B8%9AY%EI%IB%86%E7%BE%A4
%E7%90%86%E8%AEY%BA

MBA Library, 2013, Michael Porter Diamond Model, [Reference made 27.05.2013].
Available at:
http://wiki.mbalib.com/wiki/%E6%B3%A2%E7%89%B9%E9%92%BB%E7%9F%B3%
E7%90%86%E8%AE%BAYEG6%A8%A1%ES%IE%SB

Morayinc, 2012, The history of Yiwu market, [Reference made 15.5.2013]. Available
at:
http://morayinc.blogspot.fi/2012/05/history-of-yiwu-market.html




42

National Bureau of Statistics of China, 2008, The Report of the Reform and Opening
up 30 years: Urban and Rural Residents from Poverty to Forward to the Comprehen-
sive Well-off, [Reference made 15.5.2013]. Available at:
http://www.stats.gov.cn/tjfx/ztfx/jnggkf30n/t20081031 402513470.htm

Neoglory Group, 2008, The Strength and Acknowledge of Culture—The Analysis of
Yiwu spirit, [Reference made 19.5.2013], Available at:
http://www.neoglory.cn/neoglory news show.do?id=1212

Peoples Network, 2006, Innovation is the kernel of Yiwu’'s Development, [Reference
made 19.5.2013], Available at:
http://unn.people.com.cn/GB/22220/39486/39494/42088/4402178.html

Peoples Network, 2002, Join WTO, [Reference made 20.5.2013], Available at:
http://www.people.com.cn/GB/shizheng/252/8956/8964/20021109/862398.html

Sina, 2012, Yiwu's 30 Years: Small Commodity, Big Market, [Reference made
19.5.2013], Available at:
http://finance.sina.com.cn/hy/20130101/121914170022.shtml

Xinhuanet, 2012, Yiwu, [Reference made 14.4.2013], Available at:
http://news.xinhuanet.com/city/2012-10/09/c 123799547 4.htm

Xinhuanet, 2002, Supply and Marketing Cooperative facing a Big Reshuffle, [Refer-
ence mad 18.5.2013], Available at:
http://news.xinhuanet.com/fortune/2002-06/24/content_454466.htm

Yiwu Agent Service Centre for Investment Project Approval, 2012, Yiwu Municipal
People's Government on Further Strengthening the Utilization of Foreign Investment
Policy Advices, [Reference made 14.4.2013]. Available at:
http://www.yw365.gov.cn:3333/index.aspx?lanmuid=64&sublanmuid=538&id=563

Yiwu China Commodities City Group Official Website, 2012, Yiwu China Commodity
City Introduction, [Reference made 10. 04.2013]. Available at:
http://www.yiwugo.com/market/index.html

Yiwu International Trade City, 2013, From “sugar-for-chicken feathers” to “worldly
supermarket”, [Reference made 16.5.2013]. Available at:
http://www.yiwuitc.com/aboutitc/yiwuitc his.asp

Yiwu Logistics Office, 2010, Yiwu Modern Logistics Industry Development Planning--
Development Present Situation Analysis, [Reference made 14.4.2013]. Available at:
http://wlib.yiwu.gov.cn/jsgh/xdwl/201012/t20101213 292138.html




43

Yiwugou, 2007, Yiwu Economic Development Zone, [Reference made 19.4.2013],
Available at:
http://www.yiwugou.com/news/detail/49879.html

Zhejiang Economic and Trade Network, 2011, Yiwu Top 10 Leading Industries, [Ref-
erence made 19.5.2013], Available at:
http://www.zjjm.gov.cn/zl/jj/2011/06/15/11643.shtml

Zhejiang Daily, 2013, Build Four Highways—Reform of Wenzhou and Yiwu Airport,
[Reference made 19.5.2013], Available at:
http://yiwu.gov.cn/zwbk/ggfw3/jtex/qgjt/jtxx/201202/t20120227 397872.html

110 Legal Advice Webpage, 2006, The Practice of Yiwu Market's Credit System,
[Reference made 14.4.2013], Available at:
http://www.110.com/ziliao/article-121643.html

51paper, 2006, The Advantages and Disadvantages Comparative Analysis of Family
Enterprises, [Reference made 19.4.2013], Available at:
http://www.51paper.net/free%5C2006813101243.htm




44

Appendix 1 Interview transcript

Translated interview transcript

1. When did you start to have business in Yiwu Small Commodity Market? What

are you mainly selling?

Shopkeeper 1: | started the clothing business in Yiwu since the reform and opening
up policy occurred 30 years ago. Our shop mainly engages in women clothing for
example shirts, mini-shirts, dresses, pants and coats.

Shopkeeper 2: Since 1990, | operated elastic balls and other educational toys.
Shopkeeper 3: Our shop mainly sells the Mickey and Barbie school bags, stationery
set, stationery, markers and other office supplies. | joined Yiwu Small Commodity
Market in 2001.

Shopkeeper 4: | joined Yiwu Small Commodity Market in 2000 and | sell frames.
Shopkeeper 5: Our shop named Wangshun Automobile Accessories since we en-
tered into Yiwu market in 2000. We sell many automobile accessories for example
Car horn, wiper blade, car lamp, car locks, tail pipes, automotive air compressor, li-

cense plate frame, care products, etc.

2. What is the biggest benefit Yiwu Small Commodity Market brought to you?

Shopkeeper 1: In Yiwu Economic Development Zone, there are many clothing man-
ufacturers. This saves the costs of logistics and transportation for me. Because of the
strong competition during the manufacturers, it also reduced the cost.

Shopkeeper 2: There are many toys seller in Yiwu, the competition leads to the up-
dating of the products. This requires us to get the latest products and purchase chan-
nels in order to meet the customers’ requirements.

Shopkeeper 3: With the improvement of living standard, students also want the fash-
ion school supplies. In Yiwu, the shops which sell the same type of products gathered
in the same area. However, this highly increased the competition. They are the two
reasons require us to pursuit fashion products. Customers prefer to buy the good
guality product with the low price, not only the low price. However, the quality is very
easy to distinguish in Yiwu cause the obvious comparison.

Shopkeeper 4: As my point of view, the biggest advantage to have business in Yiwu
is the strong competition. Competition will force the sellers to make innovation and

keep progress.
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Shopkeeper 5: Yiwu has a big flow of people, and most of people are coming with
cars. When our shop provides the inexpensive goods and with good quality, many
people who were not intended to buy but still will purchase several goods when they

leave.

3. What is the biggest obstacle Yiwu Small Commodity Market brought to you?

Shopkeeper 1: It is very difficult to improve the company’s image, and hard to estab-
lish a famous brand. For clothing, brand is very significant. In Yiwu, there are too
much same kind of clothing shops. It is very hard to be outstanding among them.
Shopkeeper 2: In Yiwu, mostly the operation is very passive. The shopkeepers can
only wait the customers choose the shops.

Shopkeeper 3: The location of the store is very important. The shops which located
in the centre and the entrance of the market are easily be noticed by the customers.
But some shops which stay in the corner are very difficult to develop.

Shopkeeper 4: For the frame business, cause many customers come to Yiwu just
search for the cheap products and the quality of frame is hard to tell before usage.
These lead to all the frame sellers are use the price strategy but lower the overall
quality.

Shopkeeper 5: In Yiwu, the brand franchisees easier access to preeminent human
resources. The talents are more inclined to vote resumes to these dealers. The small
and medium operators cannot provide the high salary and good working environment

so that it is hard to get these people.

4. Which point do you appreciate most concerning the management of Yiwu

Small Commodity Market?

Shopkeeper 1: Yiwu market has done very well of the crackdown and punishment
for the fake and shoddy products.

Shopkeeper 2: Yiwu placed all the similar shops on the same storey. This design
provides convenience and saves time for the customers.

Shopkeeper 3: The credit system ensured the rights and interests for the customers.
This is easier to cultivate customer loyalty.

Shopkeeper 4: Yiwu placed all the similar shops on the same or nearby storey. It is
easy to manage and control.

Shopkeeper 5: Each operator who wants to have a business in Yiwu Small Com-

modity Market should have the basic training. This training includes basic business
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law, commodity city internal regulations and so on. It had provided the study oppor-

tunity and highly improved the overall operators’ quality.

5. What attracted you to invest in Yiwu?

Shopkeeper 1: | am the local Yiwu people. In 90s, there was the business trend so
that | chose the have the business in Yiwu.

Shopkeeper 2: It is easy to access the latest and cheapest commaodity nearby Yiwu.
Yiwu has become the biggest small commodity market in the world, so that “Yiwu” is
the well-known brand already. This had highly reduced the marketing cost.
Shopkeeper 3: The merchants from all over the world come to Yiwu. Yiwu has more
business opportunities.

Shopkeeper 4: In Yiwu Economic Development Zone, we can get the lowest ex-
factory price and also reduces transportation costs.

Shopkeeper 5: The huge flow of people in Yiwu and Yiwu Fair.

6. Does the Yiwu Fair enhance or weaken your competitiveness?

Shopkeeper 1: Weakened. The clothing industry is not an emerging industry. The
presentation of a small number of products cannot improve the competitiveness of
our shop. It is very difficult to have a fitting room in the exhibition, even there was,
and there were few participants try on clothes during the fair. So that sales during the
exhibition are also not very satisfactory.

Shopkeeper 2: Enhanced. Every time the participation in the fairs increased the
sales. We also can introduce our educational toys to the customers directly.
Shopkeeper 3: Enhanced. Even all the office supplies are more or less the same,
but fair is still a kind of advertising for our shop. Each exhibition has thousands of
exhibitors and increases the chances of success.

Shopkeeper 4: Enhanced. It is the advertisement of our shop. During the fair, there
would be more tourists to visit Yiwu market and our stands so that increased the
sales. During the previous exhibition, we gained more stable customers as well.
Shopkeeper 5: Enhanced. Because of we take the price strategy, there will be more

retail sales in the exhibition.

7. Have you take other commodity market into account? Why?
Shopkeeper 1: No. | am the local people and not willing to move.
Shopkeeper 2: No. The sales are not so bad, and if | move to other markets, there

will be competition also.
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Shopkeeper 3: No. My child is studying in the local school, so that it is not conven-
ient to relocation.

Shopkeeper 4: Yes. | want to go back to hometown to do other businesses. The
frame business is not particularly good in recent years.

Shopkeeper 5: No. This year's sales are pretty good, and | want to maintain my

business for more several years.

8. Do you think the government gave you enough supporting?

Shopkeeper 1: Yes. In the early nineties, the government gave us the opportunity
through the opening of free market. There are also a lot of preferential policies in re-
cent years for the new franchisees.

Shopkeeper 2: Yes. Around the time of 1990, the demand was highly exceeding the
supply. At that time, the operation of business was very easy compare with nowadays.
In recent years, the local government had attracted many foreign investors to come to
Yiwu which improved our sales also.

Shopkeeper 3: Not bad. For the first few years of new franchisees, the tax and rental
were relieved by many local policies.

Shopkeeper 4: Yes. Nowadays, the infrastructure of Yiwu is very functional and at-
tracted many investors, buyers and tourists.

Shopkeeper 5: Yes. Yiwu is a city which built on the Yiwu Small Commodity Market.

Government supported our shopkeepers quite a lot.
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Chinese interview transcript
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