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Virtual Transformation of Industrial Cluster

CHEN Xiao—yong
(Economics School of Northwest University of Political Science and Law, Xi’an 710063, China)

Abstract: Under the Internet economy, the virtual transformation has made the development of industrial
clusters directly beyond the boundary constraints of geographical space, the enterprises in the cluster are from
anywhere all over the world, and there is no limit on the number and scale of the enterprises that the cluster can
accommodate. The global characteristics of the virtual industry cluster and the decentralized distribution of the
enterprises in the cluster directly subvert the definition of industrial cluster defined by the traditional theory in the
base of the geographical space. The traditional theory holds that “external economies of scale” is the direct
advantages brought by industrial clusters. While, based on labor division theory and transaction cost theory, this
paper points out that not the industrial cluster provides these advantages, but the division of labor does. The
fundamental strength of industrial clusters lies in the fact that the “distance” between labor departments can be
shortened effectively, and reduces the cost of cooperation between the divisions of labor, and then promotes and
deepens the division of labor; the distance discussed here contains two meanings: “spatial distance” and
“psychological distance”. The results of this study show that the virtual transformation can make the industrial
cluster shorten the distance between enterprises to zero by utilizing modern information technology; and the virtual
cluster can effectively shorten the psychological distance between the main actors through the community operation
and using the integration advantages of formal and informal institutions in the community. The virtual transformation

has fundamentally changed the formation and evolution of industrial clusters, the evolution path of industrial

cluster begin with the firms gathering together in quantities, and then the firms improved driven by quality,

eventually the industrial cluster overwhelmed with R&D and brand innovation, has been replaced by the evolution

path platform domination, community —based operation, finally an eco —system of industrial network formed.
Through virtual transformation, industrial cluster has become an  “enterprise”, a  “community”, and an
“experimental base for finding effective organizational system”. Its organizational form, operational mechanism,
scale, as well as its capacity have achieved borderless development.

Key Words: industrial cluster; virtual transformation; boundaryless development; specialization and labor
division
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