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ABSTRACT

The economic reform of China since 1978 has resulted

in a rapid expansion in trade and industrial interaction

between Hong Kong and China. Based on a comprehensive

examination of the lil1kage characteristics of firms in Hong

Kong's industrial system, the study aims to provide a

detailed understanding of the spatial distribution of Hong

Kong's manufacturing activities in China, the nature of

industrial interaction, and the associatad impacts on both

areas. Moreover, the study also aims to provide a

conceptual and analytical frame'lork for China's Shi-dai

xian regional development strategy. The three major types

of production linkages of a firm; that is, sales, input, and

subcontracting, constitute the frame of the study.

with respect to the spatial distribution of Hong

Kong's manufacturing activities in China, the findings show

that sales linkages containing finished goods are clustered

in Beijing and Shanghai because of the concentration of

foreign investment and the larger market potential in these

locations. SUbcontracting linkages, along with the semi

manufacture sales linkages they induced, are concentrated in

the Pearl River Delta, as spatial and social proximities are

the two major locational determinants in respect of the

quality and delivery requirements of Hong Kong manufacturers

engaged in export. Although relatively dispersed, the
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spatial distribution of Hong Kong's input linkages in China

reflects more the spatial organization of China's material

procurement and distribution networks than the specific

loca.tional choices of surveyed manufacturers,' as mos"'c of

them rely on China-linked intermediate agents in Hong Kong

for acquiring their inputs from China.

Of the various types of linkages examined, sales

linkages containing finished goods have low levels of

stability in linkage connections and impulse transmission

because of China's control on import through a centralized

transaction structure for trade. The presence of such a

transaction structure hinders the development of direct and

interdependent relationships between Hong Kong manufacturers

and their ultimate Chinese buyers, hence reducing the

technological and marketing impacts on the associated firms •
.

The transaction structure for trade also hinders the efforts

for cooperative material research and development between

Hong Kong firms and their ultimate Chinese suppliers, as

direct and interdependent relationships are difficult to

establish because of the control of China on export.

Unlike the finished-good sales and input linkages, the

relationship between Hong Kong manufacturers and their

Chinese subcontractors is a highly interdependent one as
•

reflectod by the high levels of stability in linkage

connections and impulse transmission of the subcontracting

linkage system. The existence of strong interdependence is
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attributed to the" c.omplementary of production functions

between China and Hong Kong in which the former has an ample

reserve of low-cost labor and the latter has a well

e~tablished export base. Although through subcontracting

the industrial syctem of Hong Kong is increasingly

integrated with that of the Pearl River Delta, the long-term

development impacts on the delta area remain limited as a

result of the labor-using nature of most of the linkages and

the supply constraints for product development in the area.

The findings of the study call into the attention that

the inter-relationships between firms are one of the major

environmental factors governing the decision making behavior

and hence the linkage characteristics of firill~. The study

proposes that a theoretical perspective based 011 the

interdependences between firms, which takes into

consideration the full institutional context of a firm, can

provide a fruitful avenue for future research in economic

geography and regional development.
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CHAPTER I

INTRODUCTION

A principal objective in the geographic studies of

development is to provide an understanding of the mechanisms

underlying the spatial patt~rns and processes of economic

development. The major themes of inquiry center on the

disparity of economic development in space and recently, on

the long-term development potential of regions. In the

field of regional development and of industrial geography,

these two research themes were approached with several

theoretical and conceptual perspectives. These perspectives

include urban-based and rural-oriented regional development

theories, and neoclassical, behavioral, and structural

theories of industrial location. 1 Although these

perspectives differ in their theoretical and conceptual

emphases, recent approaches are common in their recognition

that industrial and business enterprises are a major force

in the areal organization of economic a9t~vities and in

regional development (Hamilton 1974, Hayter and Watts 1983).

The interaction between firms and the external economic

environment with which they associate and the relationships

between firms and the regions where ~hey locate therefore

become major subject matters in contemporary spatial and

regional economic research. 2
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LINKAGES AND DEVELOPMENT

One of the major analytical tools in the study of

firm-environment interaction and firm-region relationships

is industrial linkage (Wood 1969, Hoare 1985). A linkage in

this study is defined as a business connection between two

firms in which its incidence reflects the strategic response

of a firm toward the stimuli in the external environment. 3

~he linkage structure of a firm can be simple or complex

depending on the variety of linkages and the number of

counterparts that a firm possesses. The production sphere

of a firm basically comprises three major types of linkages

including sales, input, and subcontracting. 4 Sales linkages

refer to those business connections for selling goods,

whereas input linkages relate to those connections for

purchasing materials. Both sales and input linkages can

take place in an intra- or inter-firm context, but sub

contracting linkages in this study concern exclusively those

inter-firm connections for manUfacturing a product. 5 The

aggregation of a certain type of linkage at a particular

spatial scale constitutes a linkage system of its own which

has specific geographical and structural characteristics.

The geographical characteristics of a linkage system reflect

its spatial sphere of influence, whereas the structural

characteristics determine the nature of economic interaction

and impacts through that system in space. 6 An examination
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of the linkage characteristics of a regional industrial

system therefore not only depicts its spatial. economic

relationships with other regions, but also provides an

UL~derstanding of its potential for long-term development.

Nevertheless, industrial linkage research is largely

confined to developed market economies. Studies based on

the context of developing or planned economies are rare. 7

The lack of industrial linkage research in developing or

planned economies merits special attention, because a

detailed understanding of the strategic responses of firms

in an environment which differs significantly from those in

developed market economies can have important theoretical

and empirical values (Norcliff 1985, Kuklinski 1975,

Hamilton 1986). There are at least two major differences

concerning the industrial environment between developed and

developing and between market and planned economies. First,

the industrial systems of most developing economies contain

mainly small-sized firms. The majority of these firms do

not have any indigenous product development or marketing

capability; their survival hinges mainly on the existence of

other firms in the system (Andersen 1982). Second, firms in

market economies generally undertake business decisions of

its own accord. The spatial and structur~l characteristics

of their linkage systems therefore reflect their strategic

responses toward the stimuli in the environment. The

decision making processes of firms in planned economies,
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however, may be affected by the economic cbjectives and

political ideologies of the state. Under these circum

stances, the linkage characteristics of firms do not

necessarily represent their stzoategic responses tow~rd

changes in the environment.

The present study therefore, based on the linkage

characteristics of Hong Kong manufacturers in china, seeks

to examine the nature of firm-environment interaction and

firm-region relationships in a non-Western context. The

case of Hong Kong is appropriate because it has a developing

economy. The differences in political and economic

conditions between Hong Kong and China further provide an

opportunity to examine the natur~ of firm-environment

interaction and firm-region relationships in an interwined

context of market and planned economies.

THE DEVELOPMENT OF HONG KONG'S ECONOMY

Hong Kong is a small territory of approximately 1,060

square kilometers situated in the southeastern tip of the

Pearl River Delta along the South China coast (see Figure

1). Politically Hong Kong has been under the governance of

the United Kingdom since 1842 in respect of the Nanjing and

the Beijing treaty.8 At the end of 1986, Hong Kong had a

population of 5.58' million. 9 The economy of Hong Kong is

export-led, with the United States of America as its largest
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overseas market (Hsia, Ho, and Lim 1975, Lin and Ho 1980,

Cheng 1982). owing to high population pressure and the

scarcity of natural resources, the industrial system of Hong

Kong contains mainly labor-intensive light manufacturing

sectors such as garments and textiles. During the period

1960 to 1986; the average annual growth rate of the real

gross domestic product of Hong Kong at market prices was 9.9
'In

percent.· v This remarkable record of growth has made Hong

Kong one of the major economic centers in the Asia-Pacific

region. In 1986, Hong Kong was the world's fourteenth

largest exporter, accounting for 1.78 percent of total world

trade, and had an average per capita gross domestic product

of US$ 6,706. 11

The growth of Hong Kong's economy' in the past four

decades is attributed mainly to the flexibility and fast

response of manufacturers in adapting to environmental

changes (Espy 1970, Rabushka 1979, Van Eaton 1974). Since

the Second World War, the economic enviror~ent of Hong Kong

underwent several major changas of which three distinctive

phases can be identified. The first phase ranged from the

late 1940's to the late 1950's. During this postwar

foundation period, Hong Kong experienced a massive influx of

refugees from China as a result of the communist's victory

in the civil war. Given the lack of land and natural

resources, the development of industries became a necessary

means to provide employment opportunities. The Korean War



7

(1950-1953) further emphasized the needs for industrial

development because the international trade embargo against

China in this period destroyed the traditional economic· base

of Hong Kong as an entrepot. The industrialization process

was then assisted by the availability of local bank credits

and by the government's free trade policy and infra

structural investment (Geiger and Geiger 1973, Schiffer

1983).

The second phase covered the period from the late

1950's to the early 1970's. This period can be characterized

as a stable growth period as the demand in Hong Kong's major

overseas markets rose steadily. The industrial system of

Hong Kong therefore expanded and became firmly established

(Hsueh 1974, Youngson 1982). Since the world-wide economic

recession in 1973 which marked the beginning of the phase of

competitive development, however, Hong Kong manufacturers

found it increasingly difficult to maintain stable export

growth because of the rise of protectionism and the increase

in competition from neighboring countries such as Taiwan and

South Korea in major overseas markets. The higher costs of

production in the territory compared to its neighboring

countries further compounded the difficulties of

manufacturers in export (Economist Intelligence unit 1983,

Frobel, Hein~'ichs, and Kreye 1980). The concern for

sustaining long-te?m economic growth was reflected in a

~ajor government report on industrial diversification in
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1979 (Advisory Committee on Diversification 1979) •

Coincidentally, political and economic changes in China in

the late 1970's provided Hong Kong firms the opportunities

in maintaining their export competitiveness through

decentralizing their manUfacturing operations to China (Chai

1983, Chen 1983). The results have been a rapid expansion

in trade.and industrial cooperation between the two areas.

ECONOMIC ENVIRONMENT AND DEVELOPMENT POLICIES IN CHINA

An examination of the nature of industrial interaction

between Hong Kong and China and the associated economic

impacts on both areas will first require an understanding of

China's economic environment and development policies.

Since the foundation of the People's Republic in 1949, China

has a planned economy in which the state plans and regulates

all major economic activities (Howe 1978). Under such an

economic setting and before the beginning of reform in 1978,

every economic unit was under the planning directives and

control of the state. 12 Political ideologies instead of

market forces therefore dictated the course of China's

economic development. 13 Throughout the period 1949 to 1976

and in the later half of this period in particular, Mao

Zedong's emphasis on production rather than consumption

created an unbalanced economic structure based mainly on

heavy industries (Liang 1984). His idea on equalitarianism
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further led to the underdevelopment of the coastal areas

and cities (Huang and Rong 1984). The lack of efficiency

considerations in development policies in this period

therefore slackened the growth of the economy and dampened

the improvement of the people's standard of living (Liang

and Tian 1984).

with the fall of the "Gang-of-Four" and under the

leadership of Deng Xiaoping, Chinese authorities began to

implement a series of reform policies aiming to improve the

overall efficiency of the economy.- The principal objective

is to establish a more balanced and efficient economic

system conducive to faster economic growth and improvement

in the people's livelihood (Ma and Wu 1982, 84-87). The

reform process began with the introduction of the production

responsibility system in agriculture in 1978 and has

subsequently spread to other economic sectors including

industry and commerce (Chai and Leung 1987, Clarke 1985,

Fujimoto 1985). Furthermore, China adopted an open-door

policy in order to foster fo~~ign trade and investment, with

the purposes of promoting export and abso~bing advanced

technology (Shen 1984).

These reform policies not only introduce major changes

in the structure and organization of China's economic

system, but also bring about concomitant shifts in the

spatial focus of development. In contrast to the development

policies under Mao Zedong, the coastal areas and cities are
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given important roles in the nation's drive for economic

development because of their better accessibility to foreign

countries and industrial infrastructure. The major policies

for increasing the vitality of the coastal areas and cities

include the granting of high~r levels of decision making

autonomy in foreign economic relations and trade to the

provinces of Guangdong and Fujian, and to the three

municipalities of Beijing, Tianjin, and Shanghai; the

establishment of the four special economic zones; the

opening of the fourteen coastal cities; the delineation of

the Pearl River Delta and the Southern Fujian Delta open

region; and the declaration of Hainan Island as an

individual province (Figure 2).14 These spatial policies

aim to hasten the pace of economic growth in the coastal

areas and cities, thereby inducing the development of the

inland and rural areas through horizontal linkages among

regions (Hengxiang jingji lianxi) and vertical linkages

between cities and their hinterlands (Shi-dai-xian).15

Specifically, the strategy of Hengxiang jingji lianxi

(horizontal economic linkages) is based on a national urban

system perspective with the objective of promoting economic

cooperation and technology transfer between cities in an

interregional framework. The strategy of Shi-dai-xian (city

leads counties), on the other hand, aims to increase

functional specialization and economic integration between a

city and the towns it adminis·ters at the sUb-provincial
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level. The Shi-dai-xian system can take one or a

combination of the following forms: prefecture-level city

with several counties under its administration; amalgamation

of prefecture-level cities and prefectures r chanqe of

county-level cities to prefecture-level cities; and change

of county towns to county-lev~l cities. Figure 3 depicts

the conceptual framework of the strategies of Hengxiang

jingji lianxi and Shi-dai-xian in respect of balanced

regional development in China.

SPATIAL ECONOMIC RELATIONS BETWEEN HONG KONG AND CHINA:
RESEARCH QUESTIONS AND OBJECTIVES

Given the rapid expansion in trade and industrial

cooperation between Hr"ljg Kong and China , it is widely

considered that Guangdong province, especially the Pearl

River Delta, is the major area of concentration of Hong

Kong's manufacturing activities in China. 16 The development

of trade and industrial cooperation is seen to be mutually

beneficial to both areas (Cheng 1982, Lin 1981, Zheng 1983).

A systematic examination of the spatial characteristics of

Hong Kong manufacturing activities in China, the nature and

impacts of industrial interaction, and the long-term

sustainability of the relationships between the two areas,

however, remains lacking. The present study therefore aims

to provide a detailed understanding of the spatial

characteristics of Hong Kong's industrial linkage systems

----------- ---- -------
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(sales, input, and subcontracting) in China and to examine

the nature and impacts of industrial interaction between the

two areas with respect to economic integration and long-term

regional development.

In addition, despite its wide implementation, the shi

dai-xian strategy remains theoretically and conceptually

under-developed. A detailed examination of related Chinese

literature indicates that there is a substantial lack of

understanding of the economic association between a city and

its hinterland in respect of the extent and strength of the

spheres of influence, and of the nature and complexity of

linkages. The resemblance of the strategy to the growth

center strategy also poses ~~estions concerning its

capability to bring about overall development in a region.

The present study therefore further aims to provide a

conceptual and analytical framework for the Shi-dai-xian

strategy in examining the economic relationships between a

city and its hinterland and to identify the roles of Hong

Kong for long-term development in the Pearl River Delta.

AN OVERVIEW OF THE STUDY

Given the scope of the research, the study devises

a "linkage-interaction" approach which gives a balanced

consideration to both spatial and structural factors

affecting industrial interaction between Hong Kong and
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China. The approach employs a production system framework

which examines the linkage characteristics of firms of

different size and operational characteristics in Hong

Kong's industrial system. The study is based Ort questioll

naire interviews with senior personnel of firms in the three

major Hong Kong industries including garments, textiles, and

electronics. The survey had a stratified sample of 1,243

firms. A total of 383 firms responded to the survey of

which 335 formed the basis of analysis.

The theoretical and conceptual framework, research

approach and methodology, and the findings are organized

and presented in the following manner. Chapter two first

provides a review of the theoretical perspectives related to

regional development, the interaction between firms and the

environment, and the relationships between firms and

regions. The chapter then discusses the inadequacies of

these per~pectives with respect to three theoretical and

conceptual issues. These three issues are linkage

integration, linkage stability, and firm interdependence.

The chapter ends with a detailed elaboration of the

"linkage-interaction" approach which constitutes the

analytical framework of the study.

The research context is set forth in chapter three.

Based on macro-level data, the chapter first depicts the

structure of Hong Kong's industrial system and the

composition of Hong Kong-China trade, follo'fled by a
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disclosure of the spatial patterns of trade between Hong

Kong and China at the provincial level in several major

groups of commodities based on rail and seaborne cargo

statistics. The second portion of the chapter examines the

locational behavior of Hong Kong firms by analyzing the

spatial patterns of Hong Kong's equity joint venture

investment in China. The chapter closes with a discussion

of the significance of subcontracting in Hong Kong-China

industrial relations.

Chapter four presents the research methodology and

survey design. The chapter begins with an outline of the

frame and methods of the survey, followed by a description

of the design of questionnaire and the organization of the

survey. An analysis of the response behavior of surveyed

firms closes the chapter.

The first portion of chapter five elaborates the

segmentation framework used for examining the functional

organization of Hong Kong's industrial system. The

characteristics of various segments and the corresponding

segmentation structure of the three studied industries are

then described. The chapter ends with a detailed depiction

of the transaction structures for industrial interaction

between Hong Kong and China in sales, input, and

subcontracting. •

Chapter six begins with an outline of the development

of industrial linkages among surveyed firms in China,
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followed by a detailed description of their contact and

locational characteristics. The factors affecting the

linkage characteristics of surveyed firms are examined.

The chapter ends with an analysis of the changes in spatial

linkage patterns among surveyed firms during the period 1981

to 1986.

Chapter seven first examines the st~~ctural

characteristics of the linkage systems of surveyed firms in

China with respect to linkage diversity, stability in

linkage connections, and stability in impulse transmission.

The chapter then investigates the nature of industrial

interaction between Hong Kong and China and the associated

economic impacts on both areas. The chapter places special

emphasis on the significance of subcontracting in regional

economic integration between Hong Kong and the Pearl River

Delta.

The final chapter summarizes the findings of the

study. The chapter begins with an evaluati~n of the

"linkage-interaction" approach in providing a comprehensive

and detailed understanding of industrial interaction between

Hong Kong and China. The opportunities for and constraints

on the development of long-term industrial relationships

between the two areas are assessed. The study concludes

with a discussion of the theoretical implications for future

research.



CHAPTER II

INDUSTRIAL LINKAGES AND SPATIAL ECONOMIC
DEVELOPMENT: THEORIES AND CONCEPTS

Industrial linkages as a major mechanism in affecting

the spatial patterns and processes of development has become

a major area of inquiry in regional change and industrial

geography in recent years. This chapter will first review

two major theoretical perspectives in industrial linkage

research, including one based on spatial economics and the

other on organizational dynamics. The second portion of

this chapter will describe three major theoretical and

conceptual issues associated with these two perspectives.

These three issues are linkage integration, linkage

stability, and firm interdependence. The chapter ends with

an elaboration of a "linkage-interaction" approach which

constitutes the research framework of the present study.

INDUSTRIAL LINKAGES AND SPATIAL ECONOMIC DEVELOPMENT:
THEORETICAL PERSPECTIVES AND APPROACHES

Linkages and Spatial Theory of Development

A major theoretical perspective in explaining the

spatial patterns and processes of development in the past

three decades is the spatial perspective of development. 1

This perspective has three basic levels of investigation:

urban (sectoral), regional, and national. At the urban

level, spatial association and agglomeration theories
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suggest that linkages is a major force affecting the spatial

patterns of development. The basic premise is that the

existing location of an industry can affect the location of

functionally-related industries because physical proximity

of linked activities allows economic gains to be derived

from intra-industrial scale economies and savings in

transportation costs (Alonso 1975, Webber 1984). The

aggregation of other linkages in industrial agglomerations

further provides inter-industrial economic benefits as a

result of the rise of localization and urbanization

economies (Richardson 1976, Moseley 1974).

From a regional viewpoint, industrial agglomerations

(or growth centers) affect the spatial patterns of

development through the linkages with ~heir surrounding

hinterlands. 2 Moseley (1974) distinguished four types of

linkages between growth centers and their hinterlands

inclUding labor, industrial, personal expenditure, and

innovation diffusion. 3 Growth centers, as the theory itself

postulates, affect the spatial development patterns of a

region thrciagh a process of pOlariza.tion and dispersion

(Friedmann 1972, Gaile 1979). The former process increases

regional disparities by depleting the development potential

of hinterlands through political control and migration,

whereas the latter can bring about mor~ balanced regional

growth through decentralization of economic activities and

diffusion of innovations from the centers. At the national
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level, diffusion theory suggests that the spatial pattern

of inter-urban interaction follows a hierarchical pattern.

Settlements that are larger in size and closer to the

centers of innovations will be the areas of early reception

(Berry 1972).

Empirically, the effects of linkages on the spatial

clustering of functionally-related industries are generally

supported by a number of studies using inter-industrial

input-output data (Richter 1969, Streit 1969, Lever 1972,'

Harrigan 1982). Based on data at the firm level, however,

Moseley and Townroe (1973) and Gilmour (1974) found that

industrial linkages do not necessarily affect the location

of functionally-related industries because linkage

localization is not a location decision factor among those

firms in their studies. In certain instances, firms may

prefer ~ess urbanized areas in order to avoid labor

competition in the agglomerations (Erickson 1976).

with respect to the spatial patterns of economic

interaction between growth centers and their hinterlands,

the findings of most studies indicate that the regional

economic impacts of gro~"th centers are confined mainly to

their immediate commuting hinterlands and other urban

centers outside the region (Moseley 1974, Lo and Salih

1978). Regional disparities persist as economic dispersal

from a center to its remote hinterland is limited.

Moreover, the spatial patterns of economic interaction at
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the national level exhibit a complex structure. The spatial

interaction field of a city can embrace not only large

cities in other regions, but also small cities and towns

located in the hinterlands of other metropolitan areas (Pred

1976, Dunn 1980).

The inadequacies of these spatial theories in

accounting for the complex spatial patterns of economic

interaction reflect two of their key fundamental weaknesses.

The first weakness li",s iii ........,,"Ull: l~ck of a detailed

conceptualization of linkages. These spatial theories

always see linkages as a static spatial construct in terms

of the association of certain phenomena between places. 4

The mUltiplicity of linkages, the inter=relationships among

different types of linkages, and the dyna~ic characteristics

of linkages such as the stability of impulse trans~ission

are seldom considered (Hoare 1978a, LeBeron and Schmidt

1976). The second weakness centers on the neglect of social

and organizational factors in affecting the spatial patterns

of economic interaction (Lausen 1972, Chapman 1974, Soja

1980, Massey 1979). Most spatial theories assume a simple

organizational framework and rely heavily on macro-level

data. A firm as a basic decision making unit and the

differences among different types of firms in affecting the

spatial patterns of economic interaction are not recognized

(Tornqvist 1977, Taylor 1980). Therefore, a more

comprehensive conceptual framework which takes into
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consideration the subtle characteristi.cs of linkages on the

one hand, and integrates social and organizational factors

at the firm level on the other, is needed for a detailed

understanding of the spatial patterns and processas of

development.

Linkages and Firm-Environment Interaction

The examination of the subtle characteristics of

linkages at the firm level is nevertheless a principal focus

of inquiry in industrial linkage study. This field of study

has two basic research themes. The first theme is intra

regional in character which deals with the interaction of

local firms with the environment and the associated spatial

consequences. The second is extra-regional in nature which

examines the economic impacts of non-local firms on the

region where they locate. These two themes have two common

research foci: regional economic integration and long-term

regional development potential (Hoare 1985).5

Local Firms and Regional Economic Development

The major theoretical basis for the study of firm

environment interaction, from an intra-regional viewpoint,

is the theory of the firm. The theory of the firm has three

theoretical perspectives including rational, behavioral, and

a~ganizational (Bilkey 1970). The majority of industrial

_____0 000_0_0___ _ _
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linkage studies =est on the behavioral and organizational

perspectives, with the emphasis given to the latter. 6 The

organizational perspective considers that the structure of a

firm is a major determinant affecting its strategic

responses toward environmental stimuli. 7 One of the major

approaches associated with the organizational perspective is

the structural contingency approach (Woodward 1966). This

approach regards a firm as an open system which responds to

the contingencies in the external environment through a

process of stnlctural integration and differentiation. The

performance of a firm therefore hinges on its successful

adaptation toward environmental changes through appropriate

organizational and technological adjustments, with a

dynamic organizational structure more adaptive to complex

environmental conditions and a mechanistic structure more

suitable tn a stable and simple environment (McDermott and

Taylor 1982).

Organizational and technological changes represent

two of the non-spatial strategies for a firm to respond to

environmental stimuli. A firm can employ other non-spatial

strategies such as product or process change, productivity

increase, in-situ (on-site) employment adjustment, and

several spatial adaptation measures such as merger or

~akeover, branch opening or closure, and locational change

to adapt to environmental changes (Walker 1977, Healey 1981,

1982; North 1974, Steed 1971b, Schmidt 1974). The range of

-----_._..._..- .... -
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strategic options, however, differs among various types of

firms, with small-sized firms confined mainly to non-spatial

strategies because of their limited financial capability.

Small-sized firms therefore tend to have a larger proportion

of their linkages placed in the- region where they locate

(higher levels of linkage localization) than large firms

(Hamilton 1974, Steed 1972). In addition, small-sized firms

are more vulnerable than their large counterparts as their

options for adapting to environmental changes and their

capability in technology and product development for long

term growth are limited (Friedling 1982, Schmitz 1982).

The relationship that small-sized firms have higher

levels of linkage localization is generally found in a

number of studies (Lever 1974, Kipnis 1984, Dias 1986,

Marshall 1979). The size of a firm, however, is not the

sole factor affecting its spatial linkage patterns. The

types of products manufactured and the methods of production

used also influence a firm's spatial linkage patterns, with

firms manufacturing a single product, employing mUltiple

processes, or engaging in small batch production having a

more localized linkage pattern (Taylor an~ Wood 1973,

Marshall 1979, Todd 1983). The characteristics of a

region's economic environment and the types of linkages

also affect the spatial linkage patterns of a firm. For

instance, firms tend to exhibit lower levels of input

linkage localization in regions with supply constraints

------------------ ~--------
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(McDermott 1976, Hoare 1978a).

The vulnerability of small-sized firms with respect

to environmental changes and their limited capability in

technology and product development for long-term growth are

also found in a number of studies (O'Farrell 1985, oakey

1984, Edward and Gibbs 1982). As with the spatial linkage

patterns of firms, however, there are other factors that can

also affect the adaptability of firms toward environmental

changes. These factors include the technological

sophistication, marketing capability, and managerial know

how of a firm. In general, firms employing best-practice

technologies, having aggressive marketing activities, or

exhibiting good managerial practices are usually found to be

more adaptive to environmental changes regardless of their

size characteristics (Hayter 1985, LeHeron and Schmidt 1976,

Steed 1974).

Furthermore, the capability of small-sized firms

in technology and product development appears to relate to

their sectoral characteristics. Oakey (1984) and Bruder

(1983) found that, in high-technology industries, small

sized firms can have strong innovation capability depending

on their flexibility in technology and innovation

management. The innovation capability of firms is also

affected by the nature of activities, the specific strategic

choices of a firm, and the characteristics of a region's

economic environment. Essentially, firms engaging in basic
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and applied research, having research and development

departments, and locating in regions with good amenities and

easy access to information tend to have higher technology

development and innovation capability (Boulianne 1982,

Meyer-Krahmer 1985, Oakey 1979, 1983, Mason 1985, Maillat

1982, Planque 1982). Specific government policies such as

financial assistance can also increase the technology and

innovation capability of small-sized firms (Oakey 1983, Wyss

1982, Gibbs 1984).

Non-Local Firms and Regional Economic Impacts

The second research theme in the study of firm

environment interaction concerns the economic impacts of

non-local firms on the region where they locate. The

presence of non-local firms in a region represents the

successful outcomes of multi-locational firms in undertaking

spatial economic opportunities (Hakanson 1979, Taylor 1975).

There are three major environmental forces contributing to

the development of multi-locational firms. These three

forces are the spatial variation of labor costs, the

decrease of transportation and communication costs, and

the separability of various stages of production in

manufacturing a product (Chapman and Walker 1987) •

The interplay of these forces in affecting the

locational choices of multi-locational corporations in
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establishing branch plants can be envisaged systematically

by three inter-related theories. These three theories are

the structural theory of industrial location, product cycle

theory, and filter down theory. The structural theory of

industrial location considers that, in order to minimize

labor competition or conflicts, firms will seek to place

their production activities in the areas where the supply of

unorganized labor is abundant (Clark 1981, Kru~~e 1970,

storper 1981: Massey 1979). The location of individual

production processes therefore depends on the nature of the

activities in terms of information, technical, and labor

requirements, which in turn depends on the specific stages

in producing a product. Four stages of production are

distinguished in the product cycle theory (Vernon 1966,

Norton and Rees 1979). These four stages are innovation,

growth, maturity, and decline. The activities at the

innovation stage usually have strong technical and

informat~on requirements. The tasks at this stage are

unstandardized and the demand for routine labor is low.

In contrast, the tasks at the latter stages of product cycle

are relatively standardized and have high routine labor

content in which extensive information and technical inputs

are not required. Therefore, as the filter down theory

suggests, firms will tend to locate their innovation

activities in metropolitan centers where information and

technical parsonnel concentrate, and will filter down those

------------------- -- -- -- -------
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routine production activities through an urban hierarchy

according to their information, technical, and labor

requirements. The larger the routine labor content ofa

production activity, the more the likelihood that the

activity will be placed in regions of lower labor costs.

The location of standardized production activities by

multi-locational firms can introduce several repercussive

impacts to the economy of the host region. Of all the

repercussive impacts, three of them are of long-term

economic importance. First, jobs created by non-local firms

are potentially more mobile than those by local firms

because of the greater capability of extra-regional

corporations in articulating their production networks in

space (Massey 1984, Healey 1985). Second, the effects of

non-local firms on integrating the economy of the host

region tend to be small because their existence mainly

reflects the economic objectives of those extra-regional

corporations rather than those of the host region

(Klimasewski 1978, Parsons 1972). Third, the impacts of

non~local firms on the long-term development potential of

host regions are likely to be limited because of the lack

of incubation effects of those standardized activities on

product development, technological innovations, and

managerial capabilities (Britton 1980, 1981).

The empirical results concerning the repercussive

impacts of non-local firms on the long-term development of

-------------- -- - ------------
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host regions are numerous (Hillier 1985, Marshall 1979,

McDermott 1976, Martinelli 1985, Erickson 1974, 1976,

Suarez-Villa 1984, Harrington 1985, Malecki 1979, Todtling

1984, Stewart 1976)48 Neither the structural theory of

industrial location nor the product cycle and filter down

theories, however, can fully explain the complex spatial and

structural cha~acteristics of the linkage systems of firms.

Razin (1988), Wheeler and Park (1984), and Rees (1978) found

that no~-local firms do not necessarily have lower levels of

linkage localization and employment stability. Lim and Fong

(1982) also found that non-local firms can promote the

technology development capability of host regions.

Moreover, the levels of technological sophistication of non

local firms do not necessarily differ among settlements at

various levels of an urban hiera~chy (Howellz 1983, 1985).

Taylor (1986) argues that the inadequacies of these theories

in accounting for the complexity of economic interaction in

space are due to their lack of a clear understanding of the

operational context of business organizations, and to th~

over-simplification of the processes of innovations and

production. Sayer (1985) further indicates that these

theories neglect the specific economic conditions of

individual locales. A more comprehensive theoretical and

conceptual framework which takes into consideration ~e

complexity of the processes of innovations and production,

the decision context of multi-locational firms, and the
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economic environment of a region is therefore required if

the complex spatial patterns and processes of development

is to be better comprehended.

THEORETICAL AND CONCEPTUAL ISSUES: A SYNTHESIS

The theoretical perspective of firm-environment

interaction and the associated findings described in the

previous sections undoubtably complement the spatial

theories in explaining the complex spatial patterns and

processes of development. The differences in research

findings partly reflect the differences of the research

context and objectives of individual studies. The

heterogeneity of research results, however, also reflects

the lack of an adequate understanding of some of the major

concepts in industrial linkage and regional Gconomic

research with respect to economic integration and long-term

development potential. Three of the major concepts are

discussed and elaborated in the following paragraphs. These

three concepts are linkage integration, linkage stability,

and firm interdependence.

Linkage Integration

A common presw~ption among most industrial linkage

studies is that the level of regional economic integration

is directly related to the extent of linkage localization in
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a reqion (Moore 1972, Steed 1975). Linkage localization,

however, is a necessary but not: a sufficient condition for

regional ecoaomie integration. This is because a high level

"of l1Dkaqa localization does not necessarily imply that a

region is spatially integrated if the distribution of

linkages is geographically concentrated in a few locations

(Laula.:jainen· 19-..,5). This conceptual inadequacy is mainly

attributed to tea common use of a region as the basic unit, .

of ~ys1W in dtch a .detailed portrayal of tLa specific" :' "

locational incidence of linkages within a region is

concealed. 9 The low levels of spatial resolution further
,

-forbid detailed assessments concerning the development

opportunities and constraints at various locations in a

region, hence reducing the practical utility of the concept

of linkage lo~lization in regional development planning.

A higher level of linkage localization also does not

necessarily imply that a region is structurally integrated.

O'Farrell and O'Loughlin (1981) and Taylor (1973) indicate

that localized linkages which lack monetary gains cannot

serve as an integration mechanism because their mUltiplier

effects are limited. Linkages that are unstable also cannot

contribute to the formation of a structurally integrated

system be~ause of their transient and volatile nature

(Taylor 1978, Hayter 1976). The relationships between

linkage stability and structural integration of a regional

economic system, however, remain one of the least explored
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areas in industrial linkage research, despite its importance

in regional development is recognized in a number of studies

(Barr 1975, Rees 1978).

Linkage stability

There are two basic components consti~uting the

stability of an industrial linkage system which can be

identified from the limited number of studies concerning

linkage stability. These two components are stability of

linkage connections and impulse transmission. Stability of

linkage connections refers to the lack of change in contacts

between a firm and its transaction counterparts (LeHeron and

Schmidt 1976). Stability of impulse transmission, on the

other hand, relates to the extent of fluctuation in the

magnitude and frequency of a firm's business transactions in

a given period (Taylor 1978, Rees 1978, Burns 1987).

Nevertheless, the majority of studies concern mainly the

stability of linkage connections. The stability of impulse

transmission and its relationships to regional economic

development are largely unexamined.

Conceptually, linkages that are stable in connections

but have extreme fluctuation in impulse transmission cannot

be considered as structurally stable. A stable linkage

system should exhibit stability in linkage connections and

impulse transmission. Linkage stability, however, is not
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only a relative concept with respect to magnitude and

frequency but also to the expectations of firms (LeHeron and

Schmidt 1976). The. frequency of change in ccr~ections and

the extent of fluctuation in the magnitude and frequency of

transactions provide only a partial picture to the stability

of a firm's linkage systems. The linkage systems of a firm

may exhibit frequent changes in transaction counterparts

as well as irregularities in the volume and timing of

transactions because of seasonality factors, but it may be

considered as stable by a firm as those changes and

irregularities can be expected in a certain period of a

year. A detailed understanding of the factors affecting the

stability in linkage connections and impulse transmission

and their overall relationships to regional economic

integration is therefore ne~ded.

Firm Interdependence and Transaction structur~

The conceptual inadequacies of the concepts of linkage 

integration and linkage stability in fact reflect the two

fundamental biases in contemporary industrial linkage

research: the concentration on large and multi-locational

firms, and the propensity of using those organizational

variables internal to the operational domain of a firm as

major explanatory devices of the characteristics of its

linkage systems (Dias 1986, Marshall 1982, Wood 1978).
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The concentration on large and multi-locational firms is

attributed to their economic significance in most developed

market economies on which the majority of studies are based.

Such a bias also contributes in part to the focus of using

intra-organizational variables to explain the character

istics of the linkage systems of firms, as large and

multi-locational firms are usually capable of acting of its

own accord and interacting directly with the external

environment.

The major consequences of these biases in respect to

the theoretical and conceptual development in industrial

linkage studies are threefold. First, the external

environment with which a firm interacts is over-simplified.

Most studies usually conceive the external environment of

firms in terms of economic forces such as market demand,

government policy, and technological change at the macro

level, but the significance of inter-firm relationships

as a major environmental force affecting a firm's decision

response is commonly neglected. Second, most studies see

the incidence of a linkage as an active decision outcome and

a direct manifestation of a firm's strategic response toward

environmental stimuli, but they fail to recognize that the

cre&tion or dismissal of a linkage can be a passive and an

indirect phenomenon. Third, most studies generally consider

the linkage relationships between two firms in a dominant

dependent framework. The interdependences in marketing,
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materials supply, and in production between firms and

between regions are usually not considered. 10

Except in those regions where the economic structure

is relatively simple, firms in most cases do not exist in

isolation in an economic systam. A regional economic system

usually comprises not only large and multi-locational firms

but also contains a vast array of medium and small-sized

firms with different operational and locational charac

teristics (Pellenbarg and Kok 1985, Wedervang 1965).11 This

may be especially the situation in most developing economies

where the industrial structures are relatively pluralistic

(Kirkpatrick, Lee, and Nixson 1984). In this inter-firm

context, firms are interdependent on each other and the

relationships between firms are one of the major

environmental factors governing the decision response and

economic viability of firms (Richardson 1972, Taylor and

Wood 1973, Karpik 1978). The interdependences between firms

exist in varying degrees for all types of firms including

large global corporations and small local firms, and exhibit

in a variety of forms such as cartels, joint ventures,

cooperative research, and production and marketing

agreements (Kafkalas 1985, Benson 1978, Clairmonte and

Cavanagh 1981). In this interdependent environment, the

characteristics of a firm's linkage systems do not

necessarily reflect its active decision responses toward

environmental stimuli. The linkage systems of a firm may be
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initiated by its transaction counterparts, and the contacts

between a firm and its ultimate buyers or suppliers can be

indirect involving intermediate agents. Under these

circumstances, a detailed comprehension of the spatial

patterns and processes of development will require a subtle

understanding of not only the factors underlying, but also

those conditioning the spatial and structural character

istics of a firm's linkage systems. Therefore, with respect

to the concept of firm interdependence, a comprehensive

contextual analysis of T.he contact and transactional

characteristics of firms of various size and operational

characteristics in an industrial system is needed.

At the industrial or regional level, the interdepend

ences between firms are e~libited in certain str~ctures of

transactions. The existence of structures of transactions

and their effects on the spatial linkage patterns of firms

are discernible in a number of studies. For instances, the

high level of input linkage localization among lock and

latch firms in West Midland, England, is attributed to their

use of middlemen and merchants as immediate purchasing

counterparts. (Taylor 1973), and the low level of sales

linkage localization of firms in East Tennessee in the

United states is due to their association with national

wholesalers and retailers (Klimasewski 1978). Nevertheless,

the importance of transaction structures in affecting the

spatial and structural characteristics of the linkage
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systems of firms is not recognized. A detailed understand

ing of the composition of transaction structures and the

associated effects on the spatial incidence and structural

characteristics of a firm's linkage systems remains lacking.

A structure of transactions can be conceived as a

hierarchical construct containing individual structures at

various geographical scales from international to local

levels. Every structure comprises a number of transaction

channels such as trading organizations and government

agencies which may differ significantly in their spatial,

structural, and organizational characteristic~. The channel

association of a firm (the association of a firm with

certain transaction channels) therefore affects the spatial

and structural characteristics of its linkage systems. Dias

(1986) found that small and unregistered firms in Colombo,

Sri Lanka, have higher levels of input linkage localization

because of their strong association with local retailers and

wholesalers. In contrast, large and registered firms have

strong links with various government agencies for their

inputs. In essence, the composition of a transaction

structure and the channel association of firms reflect the

particular historical and political-economic context of the

economic system under investigation. The transaction

structures of planned economies may therefore represent more

the effects of the control and articulation of economic

activities by the state, whereas those of developed market
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economies may reflect mainly the operation of market

mechanisms.

In sum, a detailed depiction of the compositi~~ of

the structures of transactions, the propensity of different

types of firms to associate with different transaction

channels, the contact initiatives and transaction

characteristics of firms with their counterparts, and the

spatial and structural characteristics of different channels

is needed in order to comprehend the complex patterns and

processes of spatial interaction and development. In so

doing, the inter-relationships among linkage integration,

linkage stability, and firm interdependence can be examined

in a detailed and systematic manner. By understanding the

subtle mechanisms underlying and conditioning firm

environment interaction and firm-region relationships, the

opportunities for and constraints on regional economic

integration and long-term regional development can be

properly assessed.

THE LINKAGE-INTERACTION APPROACH

In view of the needs for a systematic understanding

of the spatial patterns and processes of development, the

present study devises a "linkage-interaction" approach for

depicting the subtle mechanisms affecting firm-environment

interaction and firm-region relationships. The basic unit
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of analysis in this approach is a firm, which is defined as

a legal organization responsible for its business decision

making. 12 The industrial linkage systems of a firm

~cnstitute the major vehicle of analysis in this approach.

The research context of the "linkage-interaction"

approach is an industrial system. In this context, the

approach considers that the external environment of a firm

comprises political-economic forces such as government

policies and techno~ogy changes ,at the national and

international levels; and transaction-specific forces at

the subnational, industrial, and at the firm level. The

transaction-specific forces are those related to the

peculiar characteristics of respective transaction

structures in which firms are viewed as co-existing with and

interdependent on each other. The spatial and structural

characteristics of the linkage systems of a firm therefore

reflect its decision responses toward the combined effects

of forces operating at various spatial scales in the

external environment. In addition, the approach sees

linkages as a static and dynamic construct, expressing

themselves as evolving spatial linkage systems through time,

and an attractive-repulsive phenomenon cast in a continuum

of interdependences. Accordingly, the approach gives a

balanced consideration to spatial and structural factors

affecting the spatial patterns and processes of development.

In comparison with the dominant approaches in economic
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geographic research, the "linkage-interaction" approach

differs from the behavioral and organizational approach in

that it gives more emphasis to the social and institutional

context under which a firm operates, while subsuming the

characteristics 'of individual firms into a number of

behaviorally and organizationally different but functionally

related segments~13 The approach also differs from the

structural approach in that it takes into consideration the

complexity of the processes of innovations and production

and the specific characteristics of individual locales. 14

The systematic and comprehensive nature of the approach

therefore complements the two dominant schools of thought in

resolving the problem of spatial scale, as it enables links

to be established between macro- and micro-level research

(Watson 197.8, Taylor and Thrift 1983).

Analytically, in order to provide a representative

picture of the linkage characteristics of an industrial

system, the approach takes into consideration firms of

different size and operational characteristics through

statistical sampling techniques. The sample of firms is

first aggregated by means of industrial segmentation

analysis which categorizes the firms into a number of

functionally-related industrial segments (Taylor and Thrift

1982a, 1982b, 1983). An examination of the characteristics

of counterparts with which various industrial segments

transact then allows the depiction of the structures of
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transactions. Specifically, the "linkage-interaction"

approach examines the following aspects concerning the

linkage characteristics of an industrial system (Figure 4):

A. Spatial C~aracteristics

1. the structures of spatial interaction fields;

2. detailed locational incidence of industrial
linkages; and

3. spatial changes of industrial linkage systems

B. Structural Characteristics

1. the segmental characteristics of and functional
relationships among different segments in an
industrial system;

2. the composition of transaction 5t~2ctures at various
spatial scales and the spatial and str~ctural

characteristics of the channels comprising every
transaction structure with respect to the
followings:

a. the types of organizations with which the focal
firms transact (e.g. wholesaler, retailer,
manufacturer, and government agencies) ;

b. their organizational characteristics (e.g.
size and business affiliations);

c. their locationc.:}. characteristics (e. g. local,
regional, national, or international);

3. the contact structures of different industrial
segments with respect to channel association,
directness or indirectness of linkage contacts, and
the initiatives of contacts;

4. the extent of interdependences between firms with
respect to:

a. structural diversity, defined as the average
number of transaction counterparts per firm;



FIGURE 4

THE CONCEPTUAL FRAMEWORK OF THE
"LINKAGE-INTERACTION" APPROACH
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Analytical Factors of Development

Dimension Spatial Structural

Linkage (Industrial Location) (Nature of Impact)
(Static) Spatial linkage patterns Structural Characteristics

of linkages:
Linkage type
Linkage control
linkage stability
Technology transfer

Interaction (Spatial Interaction) (Structural Interaction)
(Dynamic) Space-time paths of firms Inter-firm relation

Urban systems interaction Firm-region relation
Inter-regional interaction (political-economical)
Firm-region interaction
(intra-regional)
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b. stability of linkage connections during a certain
period;

c. stability of impulse transmission during a
certain period; and

d. linkage control in respect to the terms of
transactional agreements

SUMMARY

This chapter has reviewed two major theoretical

perspectives concerning the patterns and processes of

spatial interaction and regional development. These two

perspectives include one based on spatial economics and the

other on organizational dynamics. The first perspective

considers that linkages is an important factor affecting

spatial development because it can influence the location

of functionally-related industries. This perspective,

however, fails to consider the subtle factors affecting

firm-environment interaction and firm-region relationships.

The organizational perspective complements the spatial

perspective in this respect, but its concentration on

examining large and multi-locational corporations and using

intra-organizational variables as major explanatory devices

have resulted in a common neglect of the importance of

inter-firm relationships in affecting the characteristics

of a firm's linkage system.

with respect to the inadequacies of these two

perspectives, this chapter has elaborated three inter-
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related theoretical and conceptual issues in industrial

linkage research. These three issues are linkage

integration, linkage stability, and firm interdependence.

In addition, the chapter devises a "linkage-interaction"

approach in relation to these three issues for examining the

linkage characteristics of firms in a comprehensive and

integrated manner. The approach is based on a production

system framework and gives a balanced consideration to both

spatial and structural factors affecting firm-environmental

interaction and firm-region relationships.



CHAPTER III

SPATIAL ECONOMIC RELATIONS BETWEEN HONG KONG
AND CHINA: THE RESEARCH CONTEXT

The economic relations between Hong Kong and China,

as indicated in chapter one, provide a good opportunity

to study firm-environment interaction and firm-region

relationships in an interwined context of market and planned

economies. with respect to the conceptual and analytical

framework of the "linkage-interaction" approach, ,'this

chapter will elaborate the context of the study by first

depicting the structure of Hong Kong's industrial system at

the macro-level. The second section will describe the

composition and spatial patterns of trade between Hong Kong

and China, followed by a disclosure of the locational

characteristics of Hong Kong's manufacturing activities in

China through an examination of the spatial dis~ribution of

Hong Kong-China equity joint ventures. These findings will

be synthesized with those revealed at the micro-level in

subsequent chapters in order to provide a comprehensive

understanding of the nature and impacts of economic

interaction between Hong Kong and China.

THE STRUCTURE OF HONG KONG'S INDUSTRIAL SYSTEM

Manufacturing is the most important sector of Hong

Kong's economy. In 1986, the manufacturing sector accounted

for approximately 22 and 44 percent of Hong Kong's gross
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domestic product at current" prices and total employment,

respectively. 1 Based on the International Standard

Industrial Classification of Economic Activities (ISIC) of

the united Nations at the three-digit level, the industrial

system of Hong Kong in 1986 comprised twenty-three sectors

and had a total of 50,099 establishments. 2 The three

largest manufacturing sectors in Hong Kong are garments

(ISIC 320-322), textiles (ISIC 325-329), and consumer

electrical and electronics (ISIC 383). Together these three

sectors accounted for 51.9 and 48.1 percent of manufacturing

employment and gross output in 1986, respectively. Table 1

details the sectoral composition of Hong Kong's industrial

system with respect to the number of establishments,

manufacturing employment, and gross output in 1986.-

The industrial system of Hong Kong is mainly composed

of small-sized establishments. In 1986, an individual

establishment had an average of 18.8 persons engaged. The

average size of an establishment, however, varies among

sectors, with an individual establishment in the garments,

textiles, and consumer electronics industries employing an

average of 29.2, 24.8, and 73.2 persons in that year,

respectively. The industrial system of Hong Kong is

predominately locally-owned. FUlly locally-owned firms

accounted for 98.4 percent of industrial establishments,

88.7 percent of manufacturing employment, and 83.3 percent

of gross output in 1986, respectively. Foreign investment
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THE CO~~OSITION OF HONG KONG'S
INDUSTRIAL SYSTEM, 1986
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ISIC
311-2
313
314

320-2
323
324
325-9

331
332
341
342

351-2
355
356

361-9

371-2

380-1
382

383

384

385
389

390
3

Sectors
Food
Beverages
Tobacco

Wearing Apparel
Leather and Products
Footwear
Textiles

Wood & Cork Products
Furniture & Fixtures
Paper & Products
Printing & Publishing

Chemicals
Rubber Products
Plastic Products

Non-metallic
Mineral Products
Basic Metals

Fabricated Metals
Machinery,
non-electrical
Consumer Electrical &
Electronic Products
Electrical & Electronic
Parts and Machinery
Professional Equipment
Transport Equipment

other Manufacturing
All ManUfacturing

No. of
Esta
blish
ments

955
17

4

9,677
407
394

5,364

1,200
1,306
1,678
3,544

821
178

5,101

380
207

7,219

4,543

1,006

1,155
1,498

408

3,036
50,099

No. of
Persons
Engaged

18,855
4,664
1,148

282,432
5,103
9,247

133,196

6,167
8,478.

17,253
34,448

9,692
1,847

94,109

6,582
3,703

70,459

26,089

73,663

51,622
38,621
13,289

32,067
942,734

Gross
Output
(HKSm)

5,638.6
1,904.2
1,242.2

46,071.0
1,208.1
1,417.1

40,813.2

1,174.2
1,381.2
4,981.9
e:. .,c:;:., ":l
VI''''''·_

3,779.2
280.3

21,093.8

3,437.6
2,139.0

13,314.7

4,953.5

22,505.2

16,224.7
16,129.4

2,227.2

8,556.3
227,224.9

----- ----------- -- --------------
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TABLE 1. (Continued) THE COMOSITION OF HONG KONG'S
INDUSTRIAL SYSTEM, 1986

Notes:
Wearing apparel excludes knitwear and footwear.
Leather and products exclude footwear and wearing apparel.
Footwear excludes rubber, plastic, and wooden footwear.
Textiles include knitting.
Wood and cork products exclude furniture.
Furniture and fixtures exclude those made primarily of

metal.
Chemicals include chemical products.
printing and publishing include industries allied to those

activities.
Non-metallic mineral products exclude products of petroleum

and coal.
Fabricated metals (metal products) exclude machinery and

equipments.
Professional equipments include measuring and controlling

equipments not else classified and photographic and
optical goods.

Source: Survey of Industrial Production, 1986, 10.
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is concentrated mainly in the electronics industry,

accounting for 39.4 percent of the total amount of foreign

manufacturing investment and 39.1 percent of foreign-indueed

industrial employment in Hong Kong in 1984, respectively.3

THE INDUSTRIAL ENVIRONMENT OF HONG KONG

During the period 1973 to 1986, the industrial system

of Hong Kong underwent significant expansion as a result of,

export growth. The number of industrial establishments,

manufacturing employment, and gross output increased 64.0,

32.1, and 611.0 percent, respectively.4 Because of the

orientation to export, however, the growth of the industrial

system is strongly affected by ~he increase in trade

barriers and the rise in competition from several

neighboring countries such as South Korea and Taiwan in

major overseas markets. The problem of sustaining growth is

further compounded by the continued increase in production

costs in the territory.5 In order to maintain growth under

these environmental pressures, Hong Kong manufacturers can

employ one or a combination of the following options

inclUding reduction of operational costs, fast response to

market needs, improvement of existing products or develop

ment of new products, and the opening of new markets.

Given their small-sizedness, options that require

substantial investment such as the establishment of own
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marketing channels or branch plants overseas are normally

beyond the reach of most Hong Kong manufacturers.

Geographical constraints further forbid extensive

decentralization of production activities to nearby

countries. The recent Chinese open-door policy, however,

not only allows Hong Kong manufacturers to explore new

market opportunities in China, but also permits them to

decentralize their production activities to China because of

the contiguity in geographical space between the two areas.

The results have been a rapid expansion in trade and

industrial cooperation between Hong Kong and China.

THE DEVELOPMENT AND COMPOSITION OF HONG KONG-CHINA TRADE

since the beginning of China's open-door policy in the

late 1970's, the amount of total trade, defined as the sum

of import and total export (export plus re-export), between

Hong Kong and China increased about thirteenfold from HK$

10.8 billion in 1978 to HK$ 140.5 billion in 1986. 6 The

amount of growth in import from, .and domestic export and

re-export to China during this period were approximately 7,

221, and 190 times, respectively. Due to the rapid increase

in Hong Kong's domestic export and re-export to China, the

proportional share of total export to China in total trade

with China increased from 2.7 percent in 1978 to 41.9

percent in 1986. In 1986, China was Hong Kong's largest
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trading partner which accounted for 24.95 percent of Hong

Kong's total external trade, whereas Hong Kong was China's

second largest trading partner after Japan, sharing 17.24

percent of China's total external trade in that year.

Figures 5 and 6 show the share of China in Hong Kong's

external trade and vice versa during the period 1978 to

1986, respectively.

Based on the Standard International Trade Classi

fication (SITC) of the United Nations at the two-digit

level, Table 2 shows that the structure of Hong Kong-China

trade contains four major groups of commodities. These four

groups of commodities are textile yarn and fabrics (SITC

65), articles of apparel and clothing accessories (SITC 84),

telecommunication and related equipments (SITC 76), and

miscellaneous manufacturing articles (SITC 89). In 1986,

these four groups of commodities accounted for 49.82

percent of total trade between Hong Kong and China, a 7.59

percentage-point incr~ase over the level of 1981. 7

An analysis of the direction of trade indicates that

the trade relationship between Hong Kong and China in the

first three major groups of commodities is mainly intra

industrial and processing-oriented in nature. 8 The trade

in textile yarn and fabrics is bi-directional and contains

mainly the flow of China's textile yarn and cotton fabrics

to Hong Kong; and the flux of man-made fiber fabrics,

knitted and special textile fabrics, and textile yarn from



FIGURE 5

THE SHARE OF CHINA IN HONG KONG'S
EXTERNAL TRADE, 1976-i986
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FIGURE 6

THE SHARE OF HONG KONG IN CHINA'S
EXTERNAL TRADE, 1976-1986

53

Export

2O-L---II--

Import

• • Hong Kong
• • Japan
• • U.S.A.

160

140

120

c 100

~Os 80
(,jOt
til
;:l 60

40

20

0
1976 lon1 1978 1979 1981 1982 1983 1984 1985 1986

Notes: Pre-1980 Hong Kong figures include Macau-China trade.
Import and export values are at current prices.

Sources: Statistical Yearbook of China, 1981, and 1983 to 1987.
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TABLE 2

THE COMPOSITION OF HONG KONG-CHINA TRADE, 1981 and 1986
(unit: percentage of total amount in respective columns)

Re- Total
Export Export Import Trade

SI Commodity
TC Groups 1981 1986 1981 1986 1981 1986 1981 1986
0 Food 0.8 0.6 2.0 1.9 23.5 12.2 17.6 7.7
1 Beverage 3.6 5.0 2.1 2.5 0.8 0.8 1.3 1.8:

2 Crude matl. 1.3 0.7 4.9 3.6 5.8 5.1 5.3 4.1
26 Textile fiber 0.2 0.1 1.0 1.4 1.3 1.9 1.1 1.6
29 Crude animal

matl. nec. 0.3 * 2.7 1.4 2.3 1.5 2.2 1.2

3 Fuel 3.4 2.6 0.6 1.8 7.9 2.1 6.1 2.1

4 Animal and
vegetable oil * * 0.3 0.4 0.3 0.1 0.3 0.2

5 Chemicals 4.9 3.6 4.6 8.5 4.4 4.3 4.5 5.4

6 Manufactured
goods 28.5 29.5 47.1 40.5 30.4 28.3 33.6 32.0

65 Textile yarn
and fabrics 21.5 20.3 39.4 27.5 19.8 22.0 23.8 23.4

7 Machinery 26.1 27.6 29.2 30.4 5.0 9.8 11.3 18.1
72 Special mach. 1.8 3.4 4.1 6.1 0.5 0.4 1.3 2.5
74 General mach. 0.6 2.2 1.4 3.7 0.4 0.3 0.6 1.5
75 Office mach. 2.2 1.3 1.0 3.4 * 0.7 0.4 1.6
76 Telecommuni-

cations 17.6 13.4 12.9 6.9 0.9 4.9 4.5 6.6
77 Electrical

machinery 3.6 5.7 4.5 6.4 1.6 2.5 2.3 4.0

8 Miscellaneous
manufacturing 30.4 27.5 7.2 9.7 21.7 36.6 19.5 27.7

84 Apparel 5.6 4.3 0.5 0.9 12.6 20.3 9.7 12.6
88 Optical goods 13.1 6.1 3.9 3.9 1.4 2.8 2.8 3.6
89 Others, nec. 11.2 15.1 1.8 2.7 4.3 7.9 4.3 7.3

9 Commodities
nec. 1.0 2.9 2.0 0.9 0.2 0.7 0.5 0.9
Total amount
(US$100m) 29 180 80 409 295 816 405 1405
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TABLE 2. (Continued) THE COMPOSITION OF
HONG KONG-CHINA TRADE, 1986

Notes:
* represents below 0.05 percent.
Total trade=export + re-expo~t + import.
E~change rate: 1 US$=7.8 HK$.
nec.: not else classified.
matI.: material.
mach.: machinery.

Sources: Hona Kana Trade Statistics: Exports and Re-exports,
1981 and 1986, annual supplements; and Hong Kong
Trade Statistics: Imports, 1981 and 1986, annual
supplements.
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Hong Kong to China. The complementary nature of the trade

flow in textile yarn and fabrics is paralleled by the uni

directional movement of apparel articles, of which mosT. of

them are completed garments, from China to Hong Kong. 9

The similarity in the trend and rate of growth of these two

functionally-linked groups of commodities, as Figure 7

shows, further reflects the intra-industrial and processing

oriented nature of trade in the textile:s and garments

industries. Although the magnitude of counter-directional

flow in telecommunication and related equipments is not as

substantial as their garments and textiles counterparts, the

high semi-manufacturing content of Hong Kong's export to,

and the continued expansion in the import of completed

manufactures from China also suggest a gradual increase in

processing-oriented and intra-industrial interaction in the

consumer electronics industry between the two areas. l O

THE SPATIAL STRUCTURES OF HONG KONG-CHINA TRADE

Given the scale of interaction, an examination of the

spatial economic relations between Hong Kong and China will

first require a depiction of the geographical distribution

of trade in China. Unfortunately, Hong Kong statistics do

not record trade transactions with China on a sub-national

basis, but a compilation of the scattered information in the

1986 and 1987 editions of the Almanac of China's Foreiqn



FIGURE 7
GROWfH OF HONG KONG-CHINA

TRADE IN SELECfED COMMODITY
GROUPS, 1977-1985
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Economic Relations and Trade (hereafter called The Almanac)

does enable a rough portrayal of the distribution of Hong

Kong's import from China at the provincial level. 11, 12 As

Figure 8 shows, of all the provinces in china, Guangdong is

Hong Kong's largest trading partner in both import and

export, accounting for 28.7 and 41.7 percent of China's

export to and import from Hong Kong in 1985, respectively.13

The strong trade interaction between Hong Kong and Guangdong

can be attributed to their unique center-hinterland

relationship. Geographic proximity between the two areas

not only allows Guangdong to export perishable goods such as

fresh vegetables and aquatic produces to Hong Kong, but also

provides it the locational advantage in attracting

investment from the territory, thereby increasing the

interaction in trade between the two areas. Table 3 shows

that, in 1986, Hong Kong was Guangdong's largest trading

partner which accounted for 69.8 percent of Guangdong's

total export. Without specifically referring to Hong Kong

Guangdong trade because of data limitation, Guangdongfs

export in 1986 comprised 31.7 percent (U5$ 1,361 million)

agricultural produces and 68.3 percent (U5$ 2,929 million)

industrial and mining commodities. Of the total amount of

export of industrial and mining commodities, an estimated

U5$ 677 million (23.1 percent) was related to the economic

activities involving foreign investment. 14 Nevertheless,

aggregate trade statistics do not enable a detailed



FIGURE 8
PROVINCIAL DISTRIBUTION OF HONG KONG'S

IMPORT FROM CHINA, 1985

Sources: Compiled from the Almanac of China's Foreign Economic Relalions and Trade, 1985 and 1986, various pages. U1
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TABLE 3

THE STRUCTURE OF FOREIGN TRADE IN GUANGDONG, 1986
(unit: US$ million)

60

Amount Percent
Export 4,290 100.00

Agriculture produces 1,361 31. '72
Industrial productsa 2,929 68.28

Domestic products 3,538 82.47
Trade due tObforeign

752 17.53investment

to: Hong Kong 2,955 68.88
united States 284 6.62
Macau 133 3.10
Japan ' nA 2.42... ..,....

Import 2,626 100.00

from: Hong Kong 1,874 71.36

Total Tradec 6,916 100.00

.lith: Hong Kong 4,829 69.82

Notes:
a. Industrial products include mining-related commodities.
b. Assuming 90 percent of trade related to foreign

investment in Guangdong involve industrial products.
c. Total trade=export + import.

Source: Guangdong statistical Yearbook, 1987, 329-330 and
334.
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disclosure of the commodity composition of trade between

Hong Kong and China on a provincial basis. Scattered

qualitative information in The Almanac and other published

sources also provides no comprehensive and reliable account

in this respect. An unpublished set of rail cargo

statistics provided by the Kowloon-canton'Railway

corporation of Hong Kong, however, permits a rough portrayal

of the provincial distribution of trade with respect to

several major groups of commodities between the two areas.

This set of statistics is a 121-day sample of the actual

tonnage of incoming and outgoing cargo in several major

groups of commodities between Hong Kong and all ~rovinces in

China during the period July 1984 to June 1985.

A number of caveats must be made concerning the

limitations of this set of data. First, the statistics were

based on a 121-day sample; the data therefore do not

represent the total tonnage of individual commodities

carried by rail throughout the entire period. Second, the

use of tonne as the data unit allows only the depiction of

provincial trade patterns in respect of individual

commodities. The relative monetary importance of different

types of commodities between Hong Kong and all provinces in

China cannot be discerned. Third, the statistics represent

only the portion of cargo that the railways moved. The data

therefore do not reflect the overall spatial economic

relations between Hong Kong and China in respective groups
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of commodities. Based on the combined tonnage of rail

and sea cargo, the railways accounted for an estimated 70

percent of textile yarn and fabrics imported from China,15

but the proportions shared by the railways in the import

and export of other textile commodities during the period

examined were small. 16 Therefore, except for the import

of textile yarn and fabrics, the spatial patterns of other

commodities revealed in the following sections are

essentially indicative. Fourth, since railways favor mainYy

long distance transportation, the data cannot accurately

reflect the economic relationships between Hong Kong and

Guangdong. Instead, road cargo statistics can provide a

better representation of the economic relationship between

the two areas. 17 Unfortunately, statistics on road cargo

composition are not available. The following analysis of

provincial trade patterns therefore confines itself to the

spatial economic relationships between Hong Kong and all

provinces in China except Guangdong and Xizang (Tibet).

Xizang was excluded in the analysis because it does not have

direct rail connection with the rest of the country. In

addition, the analysis will focus on the commodity groups

related to textile yarn and fabrics, apparel articles, and

electrical and electronic manufactures, as they constitute

the core of trade interaction between Hong Kong and China.
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Provincial Distribution of Hong Kong's Imports from China:
Selected Major Commodities

Table 4 shows the provincial distribution of a number

of major groups of commodities in textiles, garments, and

electronics imported from China by rail during the period

July 1984 to June 1985. Among these groups of commodities,

approximately 35 percent of raw cotton came from Xinjiang

and 24 percent of raw silk from Jiangsu, respectively.

Hubei was the major province supplying various types of

textile yarn and piece goods, whereas Beijing and Hunan

topped other provinces in providing clothing and electrical

and electronic appliances to Hong Kong, respectively.

In order to reveal the factors affecting the

provincial distribution of Hong Kong's imports from China, a

bivariate correlation analysis between the spatial patterns

of imports and a number of related provincial indicators of

industrial production was used. MUltiple regr.ession

analysis using the rail distances between all provincial

capitals (except Guangzhou and Lhasa, the capital of the

two provinces excluded in the analysis) and Hong Kong as an

additional variable was attempted but the amount of variance

explained by this variable was negligible. The range of

provincial industrial indicators used included the output

levels of several major textile and garment materials,

and the gross values of industrial output (GVIO) and

specialization levels of the three studied industries as of
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TABLE 4

PROVINCIAL DISTRIBUTION OF SELECTED GROUPS OF
COMMODITIES IN TEXTILES, GARMENTS, AND ELECTRONICS
IMPORTED FROM CHINA TO HONG KONG BY RAIL, 1984-1985

(unit: percentage of total tonnage of
respective commodity groups)

Groups of Commodities

Woo- Var-
Cotton lIen Cotton ious

Raw Raw Cotton Piece Piece Cloth- Cloth-
Provinces Cotton silk Yarn Goods Goods ing ing EEA
Beijing 0.4 9.8 2.1 4.5 5.8 13.2 20.4 8.5
Tianjin 3.4 2.2 6.1 14.0 9.8 7.0 1.8
Hebei 10.0 1.4 15.6 14.9 2.4 2.2 6.8 0.2
Shanxi 1.0 2.6 1.3 1.6 0.6

Liaoning 0.7 7.9 3.9 6.4 3.7 8.1 4.0 6.3
Jilin 3.7 0.1 1.5 1.4
Heilong-
jiang 2.8 1.7 0.7 1.0 1.8

Shanghai 0.1 6.1 1.9 2.4 7.4 4.5 10.8 13.0
Jiangsu * 23.8 2.9 10.0 11.6 3.3 7.1 4.1
Zhej'iang 0.3 15.8 1.0 2.9 3.0 1.5 0.7 1.1
Anhui 13.7 1.1 1.0 2.0 0.9 0.1
Fujian 0.1
Jiangxi 2.5 2.2 1.1 6.4 5.0 0.4
Shangdong 7.7 6.0 2.4 0.8 4.8 4.5 0.4

Henan 15.8 6.0 7.9 10.0 2.5 9.3 6.7 19.7
Hubei 10.6 10.2 22.1 16.6 28.5 12.8 11.7 6.0
Hunan 1.6 1.3 3.7 3.9 2.1 7.0 4.5 23.0
Guangdong 3.5 5.6 2.0 3.6 0.2 0.3
Guangxi 0.1 1.4 1.1 1.0 0.3

Sichuan 1.8 6.3 4.4 4.4 0.6 3.4 2.6 11.4
Guizhou 0.4 0.2 0.1 0.2
Yunnan 1.2 0.7 1.7 1.4 1.0 0.1

Shaanxi 5.2 0.2 4.5 5.4 1.3 5.5 1.4 1.2
cansu O.i- 0.1 3.5 0.1 0.1
Xinjiang 34.9 2.0 0.8 0.4 1.3 0.3

Unknown 0.1 3.0 0.2 0.2
Total
Tonn~ge 3.5 1.7 27.7 32.3 3.7 2.9 11.1 3.1
(X10 ton)
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TABLE 4. (Continued) PROVINCIAL DISTRIBUTION OF
SELECTED GROUPS OF COMMODITIES IN TEXTILES,

GARMENTS, AND ELECTRONICS IMPORTED FROM CHINA
TO HONG KONG BY RAIL, 1984-1985

Notes:
Based on a 121-day sample of incoming r~il freight

statistics during the period July 1, 1984 to June 30,
1985.

* represents less than 0.05 percent.
EEA: Electrical and Electronic Appliances.

Source: Unpulished rail freight statistics, Kowloon-Canton
Railway Corporation, Hong Kong •

•
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1984. As Table 5 shows, the spatial supply patterns of

several major textile commodities generally display a

resource-oriented structure. This resource-oriented

structure is related to the supply capability of individual

provinces, which is in 'turn related to their output levels

in respective commodities. The correlation coefficients for

the supply and output levels of respective provinces in raw

silk and cotton piece goods (fabrics), for examples, are

0.651 and 0.655, respectively. The spatial supply pattern

of cotton piece goods is also related to the level of

provincial specialization in the textiles industry

(r=Oo600), indicating that quality is also one of the

factors influencing the spatial supply pattern of this type

of commodities from China. There exists no discernible

relationship, however, be'tween the spatial supply patterns

and output levels of respective provinces in raw cotton and

in electrical and electronic appliances; but the presence of

a relationship between the spatial supply pattern and the

corresponding output level of raw cotton under state farms

(r=0.812, P<O.Ol), and between that of electronic and

electrical appliances and the number of state-owned

enterprises in respective provinces (r=O.435, P<O.Ol)

suggests that the spatial organization of China's material

procurement and distribution system, Which is mainly

controlled by the state, may be an important factor in

accounting for the spatial supply patterns of these



TABLE 5

CORRELATION COEFFICIENTS BE~WEEN THE SPATIAL SUPPLY
PATTERNS OF SELECTED GROUPS OF CO~ODITIES IMPORTED
FROM CHINA BY RAIL AND RELATED PROVINCIAL INDICATORS

Groups of .Commodities

Cottc)n Woollen
Raw Raw Cotton Piece Piece All

Indicators Cotton silk Yarn Goods Goods Textiles Clothing EEA
Rali'l Cotton .236
Production ( .12)

Raw silk .651
Production (.00)

Cotton Yarn .472 .646 .510 .597 .4'88
Production ( .01) (.00) (.00) (.00) (.01)

Cotton Fabrics .460 .655 .488 .584 .444
Production ( .01) (.00) (.01) (.00) ( .01)

Woollen Piece .395
Goods Production ( • 03)

Textiles .262 .476 .459 .444
Industry GVIO ( .09) (" 01) ( • 01) (.01)

Textiles .406 .600 .~69 .539 .420
Specialization ( • 02) ( .00) (.01) (.00) ( .02)

Garments .488 .527 .492 .594
Industry cvro ( .01) (.00) ( .01) (.00) 0\

..,J



TABLE 5. (Continued) CORRELATION COEFFICIENTS BETWEEN THE SPATIAL
SUPPLY PATTERNS OF SELECTED GROUPS OF COMMODITIES IMPORTED FROM

CHINA BY RAIL AND RELATED PROVINCIAL INDICATORS

Groups of Commodities

Indicators
Garments
Specializat.ion

Raw
cotton

Raw
silk

Cotton
Yarn

Cotton
Piece
Goods

.533
(.00)

Woollen
Piece
Goods

.450
(.01)

All
Textiles

.624
(.00)

Clot~inq EEA

Electronics
Industry GVIO

Electronics
Specialization

.273
(.09)

.011
( .48)

Notes:
Figures in parentheses are the corresponding levels of significanc«~.

The coefficients are based on twenty-seven provinces, excluding Guangdong and Xizang.
Provincial indicators are based on 1984 data.
All textiles include cotton yarn, and cotton and woollen piece goods.
Blank spaces in the table represent the lack of or irrelevant corrE~lation between

the two corresponding variables.
EEA: Electrical and electronic appliances.
GVIO: Gross value of industrial output.

Sources: Computed based on unpublished rail freight statistics, KO~iloon-Canton

Railway corporation, Hong Kong; and China statistical Yearbook, 1985,
various pages.

0\
C»
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commodities from China.

An examination of the sea cargo statistics between

Hong Kong and China further reinforces the relationships

between the spatial supply patterns of several major

textile commodities and the corresponding output levels in

respective provinces. As Table 6 shows, Shanghai, Nanjing,

and Wuhu were the three major places supplying several major

textile raw materials and semi-manufactures to Hong Kong in

1984 and 1985. ' Although these places were the ports of

loading from which the actual origins of commodities can

not be ascertained, it is likely that most of the textile

materials came mainly from shanghai and Jiangsu as they are

two of the major textile and garment manufacturing centers

in China. 18

Provincial Distribution of Hong Kong's Exports to China:
Selected Major Commodities

with Fespect to the provincial distribution of major

textile, garment, and electronic commodities exported to

China by rail, Table 7 shows that Shanghai, Beijing, and

Liaoning were the three major provincial units importing

various types of yarn from Hong Kong during the period July

1984 to June 1985. These three provincial units accounted

for a total of 64 percent of Hong Kong's outgoing rail cargo

in the four types of textile yarn (acrylic, polyester, nylon,

and. wccllGn) ec::a.I1ined in that pez.Lod , Beij ing was also the
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TABLE 6

SEABORNE CARGO BETWEEN HONG KONG AND MAJOR PORTS
IN CHINA: SELECTED TEXTILE COMMODITIES, 1984-1985

(unit: tonnes)

Incoming outgoing

Textile
Cotton Textile Textile Textile Man-Made

Ports Textile· Yarn Fiber Yarn Fiber
Shanghai

1984 32408 23878 8930
1985 27429 24610

Wuhu
1984 5904 4947

Nanjing
1984 13964

Tianjin
1985 5931

Haikou
1985 5009

Note:
Data for other ports or for other textile commodities are

not available due to statistical constraints.

Source: Unpublished shipping statistics, Shipping Statistics
Section; Census and Statistics Department, Hong Kong.



TABLE 7

PROVINCIAL DESTINATIONS OF SELECTED GROUPS OF COMMODITIES
IN TEXTILES, GARMENTS, AND ELECTRONICS EXPORTED F'ROM

HONG KONG TO CHINA BY RAIL, 1984-1985
(unit: percentage of total tonnage

of respective commodity groups)

Groups of Commodities

Acr-
Acr- Poly- Woo- ylic Poly- Cotton
ylic ester Nylon lIen pile ester Piece Garment

Provinces Yarn Yarn Yarn Yarn Fabric Fabric Goods Material EEP EEA
Beijing 16.9 2.7 28.3 33.9 1.2 44.7 21.5 9.1 6.8 15.4
Tianjin 6.5 - 1.3 3.5 4.3 7.2 10.8 6.5 - 1.3
Hebel - 2.6 - 1.4 - - 10.2
Shanxi

Liaoning 13.0 29.7 13.6 3.9 - 8.4 9.5 11.6 - 0.5
Jilin - - - - - 0.5 2.1 - 0.9 2.0
Heilongjiang - - - - - 0.5 2.8 - 0.2 0.1

Shanghai 60.6 6.2 42.4 41.7 36.8 0.3 8.2 25.5 - 4.4
Jiangsu - 7.5 3.5 5.3 53.2 4.4 2.4 4.7 - 12.8
Zhejiang - - 5.0 4.0 - 0.3 1.0 1.9 - 2.8
Anhui - - - - - - - 2.6
Fujian - - - - - - - - 1.4
Jiangxi - - - - 3.5 13.1 0.7 2.6
Shangdong - 2.6 - - - 9.0 - 17.1 - 0.3

Henan 1.8 - - - - - 1.0 - - 2.6
Hubei- 0.2 26.3 4.0 - 1.0 5.4 24.9 8.6 14.8 7.1
Hunan
Guangdong - 5.7 - - - 0.5 - - 3.4 1.3 -...l

I-'
Guangxi - - - - - - 0.3 6.5 - 3.7



TABLE 7. (ContinuEld) PROVINCIAL DESTINATIONS 'OF SELECTED GROUPS
OF COMMODITIBS IN TEXTILES, GARMENTS, AND ELECTRONICS

EXPORTED FROM HONG KONG TO CHINA BY RAIL, 1985-1986

Groups of Commodities

Acr-
Acr- Poly- Woo- ylic Poly~ Cotton
ylic esbar Nylon lIen Pile ester Piece Garment

Provinces Yarn Yarn Yarn Yarn Fabric Fabric Goods Material EEP EEA
Sichuan 1.0 15.1 - 6.3 - 4.1 0.4 0.5 60.4 26.9
Guizhou
Yunnan - - - - - - 4.0 2.8 11.6 2.7
Shaanxi - 0.3 1.9 - - - 0.2 - - 9.6
Gansu - _. - - - 0.1
Xinjiang - - - - - - - - 0.5 6.4

Unknown - 1.3 - - - 1.5
Total
Tonn~ge 1.6 2.7 0.5 1.1 0.6 1.5 2.2 0.4 0.9 2.2
(xl0 ton)

Notes:
Based on a 121-day sample of outgoing rail freight statistics during the period

July 1, 1984 to June 30, 1985.
EEP: Electrical and Electronics Parts.
EEA: Electrical and Electronics ~ppliances.

Source: Unpublished rail freight statistics, Kowloon-Canton Railway corporation,
Hong Kong.

-..J
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provincial unit importing most of the polyester pile fabric,

while Jiangsu preceded Shanghai accounting for some 53

percent of acrylic pile fabric exported from Hong Kong.

The provincial units that had the largest import of cotton

piece goods and garment materials from Hong Kong were Hubei

and Shanghai respectively, whereas Sichuan had the largest

intake of Hong Kong's electrical and electronic goods.

By correlating the outgoing rail cargo statistics

with several related provincial indicators of industrial

production, Table 8 shows that the spatial demand patterns

of most textile and garment commodities examined exhibit an

orientation toward major textile and garment manufacturing

centers in China. Such an orientation reflects the

complementary nature of Hong Kong's export to China's

textiles and garments industries which can best be

illustrated by the spatial demand patterns of acrylic and

nylon textile manufactures. The spatial demand patterns of

acrylic and nylon textile manufactures have strong

associations with the output and specialization levels of

the chemical fiber industry in respective provinces, as

these two are among other chemical fiber manufactures lass

developed in China (Hirai 1984). The spatial demand

patterns of cotton piece goods and garment materials also

have significant associations with the output and

specialization levels of China's garments industry,

reflecting the intra-industrial nature of trade in these

---------- ------



TABLE 8

CORRELATION COEFFICIENTS BETWEEN THE SPATIAL DEMAND
PATTERNS OF SELECTED GROUPS OF COMMODITIES EXPORTED
TO CHINA BY RAIL AND RELATED PROVINCIAL INDICATORS

Groups of Commodities

Acr-
Acr- Poly- Woo- ylic Poly- Cotton
ylic ester Nylon lIen pile ester Piece Garment

Provinces Yarn Yarn Yarn Yarn Fabric Fabric Goods Material EEP EEA
Chemical Fiber .863 .774 .736 .814 .115
Industry GVIO ( .00) (.00) (.00) (.00) (.00)

Textile .557 .541 .498 .823 .736
Industry GVIO (.00) ( .00) (.00) (.00) (.00)

Garment .714 .514 .743 .708 .722 .518 .771
Industry GVIO ( • 00) ( .00) (.00) (.00) (.00) ( .00) (.00)

Textile .544 .491
Specialization (.00) (.01)

Garment .444 .576 .617 .523 .718
Specialization ( .01) ( • 00) ( .00) ( • 00) (.00)

Chemical I<'iber .737 .651 .648 .616 .601
Specialigation ( • 00) (.00) ( • 00) (.00) r , 00)

Number OlE State .552 .453
Enterprif;E! (.00) ( .02)

No. of Collect- .557 .517 ..,J

ive Enterprise ( .00) ( .00) tl=>



TABLE 8. (continued) CORRELATION COEFFICIENTS BETWEEN THE
SPATIAL DEMAND PATTERNS OF SELECTED GROUPS OF COMMODITIES

EXPORTED TO CHINA BY RAIL AND RELATED PROVINCIAL INDICATORS

Notes:
Chemical fiber industry GVIO and specialization level are based on 1985 data.

All other provincial indicators are based on 1984 data.
Figures in parentheses are the ,corresponding levels of significance.
The coefficients are based on twenty-seven provinces, excluding Guangdong

and Xizang.
Blank spaces in the table represent the lack of or irrelevant correlation between

the two corresponding variables.
EEP: Electrical and electronics parts.
EEA: Electrical and electronics appliances.

Sources: Calculated based on unpublished rail freight statistics, Kowloon-Canton
Railway Corporation, Hong Kong; and China statistical Yearbook, 1985 and
1986, various pages.

-..J
U1
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groups of commodities between the two areas.

As with the case of import, the spatial demand

patterns of electrical and electronic commodities have

little relationship with the output or specialization levels

of China's electronics industry in respective provinces,

but the presence of significant relationships between the

spatial demand patterns of these groups of commodities and

the number of industrial enterprises rather than population

(r=O.372, P>O.OS) in respective provinces suggests that the

trade in these groups of commodities was more oriented to

industrial than to consumer demand in China. Nevertheless,

the organizational effect in terms of sta'i:.e ownership does

not appear to affect the spatial demand patterns of these

commodities, as there are no significant differences in the

relationships between the spatial demand patterns and the

ownership status of industrial enterprises in respective

provinces in China.

THE DE~~L~PMENT ~~D PATTERNS OF INDUSTRIAL COOPERATION
BETWEEN HONG KONG AND CHINA

As with trade, the scale of industrial cooperation

between Hong Kong and China has been extensive since the

late 1970's. In order to absorb modern technology ~nd know-

how, China introduced six maj or forms of investm.ent for

foreign firms. These six forms of investment are wholly

foreign-owned firm, equity joint venture, contractual joint
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venture, joint exploration, compensation trade, and

industrial processing. The first four forms of economic

cooperation can be considered as higher forms of investment

because they usually involve large capital commitment from

both sides and have long cooperation period. In comparison,

compensation trade and industrial processing generally have

smaller capital requirement and shorter cooperation period.

Generally, joint exploration is related to offshore

petroleum exploration and extraction, whereas wholly

foreign-owned firms and the two forms of j oint venture are

sectorally more diversified than compensation trade and

industrial processing, as the two latter forms of investment

associate mainly with manufacturing activities. 19

Table 9 shows the composition of foreign investment

in China with respect to the six major forms of foreign

investment for the period 1979 to 1985. During this seven

year period, the proportional shares of the four higher

forms of investment, compensation trade, and industrial

processing in the amount of total intended foreign

investment were 90.0, 7.5, and 2.5 percent, respectively.

In terms of the amount of realized investment, however,

the proportions accounted for by compensation trade and

industrial processing increased to 14.3 and 7.8 percent,

respectively. Of all the countries and territories, Hong

Kong is China's largest foreign investor, accounting for

approximately 63 percent of the total amount of intended
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TABLE 9

THE COMPOSITION OF FOREIGN INVESTMENT IN CHINA, 1979-1985
(unit: US$ million)

Intended Realized
Investment Investment

Forms of
Cooperation 1983 1984 1985 Total 1983 1984 1985 Total
Wholly
Foreign- 3.7 1.0 0.5 5.2 0.8 0.2 0.1 1.1
Owned

Equity Joint
Venture 3.2 10.7 20.3 34.2 1.7 2.6 5.8 10.1

Contractual
Joint 32.3 14.8 35.0 82.1 7.6 4.7 5.9 18.2
Venture

Joint
Exploration 24.2 3.6 27.8 7.9 5.2 4.8 17.9

Compensat-
ion Trade 8.3 1.6 2.6 12.5 6.0 1.0 1.7 8.7

Industrial
Processi.ng 2.8 0.6 1.4 4.8 2.8 0.6 1.3 4.7

Total 74.5 28.7 63.4 166.6 26.8 14.3 19.6 60.6

Sources: Almanac of China's Foreign Economic Relations and
Trade, 1984 to 1986, various pages.

e

----_._-_ .._-~.- ---_._.
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.foreign investment in that period. Unfortunately, a

comprehensive account of the spatial distribution and

sectoral composition of Hong Kong's investment in China with

respect to the six forms of investment is not available,

but an examination of the 1,084 equity jo:i,nt venture (EJV)

agreements listed in the 1984 to 1986 editions of The

~lm::ln::l~ doe~ p.n8.bl~ ~:ome insights to be drawn ccncerning

the locational and investment behavior of Hong Hong

manufacturers in China. These 1,084 ventures represented

45.9 percent of the total number of EJV agreements and

83.3 percent of the total amount of intended foreign EJV

investment in China during the period 1979 to 1985,

respectively.

The information of these 1,084 EJV agreements listed

in the various editions of The Almanac is not without its

limitations. First, the sampling basis of the agreements

contained in the listings is not known, and the information

confines itself to the amount of intended foreign EJV

investment. 20 The findings in the following sections may

therefore be biased and do not necessarily fully represent

the actual sectoral composition and spatial distribution of

foreign EJV investment in the absence of information related

to project implementation or changes. Second, some of the

information contained in the listings is incomplete so that

a clear identification of the sectoral characteristics of

the associated ventures is not possible. Under such
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circumstances, information deemed unclassifiable was unused.

Third, although the listings include the names and locations

of foreign firms participated in the agreements, detailed

information pertaining to the ownership and actual capital

origins of foreign firms is not available. Since an

exhaustive identification of the actual capital origins of

foreign firms participated in these EJV agreements is beyond

the scope of the study; EJV investment originating from

foreign subsidiaries located in Hong Kong, including those

of China, is considered as Hong Kong investment in the

following analyses. 21

Of the 1,076 EJV agreements under consideration,

investment from Hong Kong accounted for US$ 1,981 million

(69.8 percent) in 764 projects whereas foreign (non-Hong

Kong) firms invested US$ 859 million (30.2 percent) in 312

ventures. Table 10 shows that Hong Kong firms have a higher

propensity to invest in hotel and building construction,

whereas foreign investors are more oriented to manufacturing

activities. In manufacturing, Hong Kong investment

concentrates on the consumer electronics and textiles

industries. Together these two industries accounted for

approximately 37 percent of Hong Kong's E~! manufacturing

investment in China during 1979 to 1985. In comparison,

foreign firms are more interested in investing in the

transport equipment and the consumer electronics industry.

These two industries accounted for approximately 39 percent
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TABLE 10

SECTORAL COMPOSITION OF HONG KONG AND FOREIGN EQUITY
JOINT VENTURE INVESTMENTS IN CHINA, 1979-1985

(unit: percentage of total investment)

Hong Kong Investment Foreign Investment

Economic 1979- 1979-
Sectors 1983 1984 1985 Total 1983 1984 1985 Total
Agriculture 1.1 0.2 0.2 0.2 1.2 0.3 2.9 1.4

Manufacturing 72.5 19.4 11.0 17.0 62.8 58.9 67.6 62.7

Commerce 7.3 11.6 0.2 4.2 1.6 5.5 0.1 2.8

Professional
Se:rvice 0.4 l.a 5.2 3.9 1.5 0.7 1.2 1.1

Petroleum
!nves·cment. 0.1 2.3 0.0 0.7 10.8 2.5 1.0 3.9

Construction
Activities 13.7 57.2 83.2 71.2 20.9 28.7 26.2 26.0

Trans-
portation 0.5 4.3 0.1 1.5 0.0 2.3 0.9 1.3

Unclassified 4.4 3.2 0.1 1.3 1.2 1.1 0.1 0.8
Total Investment 1.1 6.4 12.4 19.8 2.0 3.7 2.9 8.6
(US$100m)

Notes:
Agriculture includes animal husbandry, plantation,

aquaculture, and horticulture.
Manufacturing includes all manufacturing activities.
Commerce includes photo processing, tourist services,

catering, household appliances repair, retailing and
trading activities, and taxi services.

Professional services include non-petroleum related
surveying, ship repair, technical consultation, investment
and financial services, and computer software services.

Petroleum investment includes all petroleum exploration
related activities.

Construction activities include buildings, hotels, and
infrastructural construction such as land development.

Transportation includes all long-distance transportation and
storage services.

Sources: Calculated based on the selected 1076 equity joint
venture agreements listed in the Almanac of China's
Foreign Economic Relations and Trade, 1984 to 1986.
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of manufacturing investment from foreign countries. Figure
•

9 shows the sectoral composition of Hong Kong and foreign

E~v manufacturing investments in China during the period

1979 to 1985.

With respect to the locational characteristics of

the 1,076 EJV agreements, Table 11 shows that Hong Kong

investment is concentrated mainly in Guangdong, whereas

foreign investment is centered mainly in the municipalities

of Beijing, Tianjin, and Shanghai. The difference in

locational preference between Hong Kong and foreign firms

is more pronounced when only manufacturing investment is

considered. The proportions of Hong Kong 6s EJV manufacturing

investment located in Guangdong, the three municipalities,

and other provinces are 42, 13, and 45 percent, respect-

ively; whereas the corresponding proportions of foreign EJV

manufacturing investment are 12, 49, and 39 percent,

respectively. In Guangdong, the Pearl River Delta is the

major area of concentration of Hong Kong's EJV manufacturing

investment, of which Guangzhou and the special economic

zones of Shenzhen and Zhuhai absorbed approximately 67

percent of the amount of intended EJV investment from the

territory. Non-delta areas received only 11 percent of Hong

Kong's EJV manufacturing investment during this seven-year

period. Additionally, the proportions of Hong Kong and

foreign EJV manufacturing investments located in county

locations are 5.1 and 3.6 percent, respectively.
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FIGURE 9

SECfORAL COMPOSmON OF HONG KONG AND
FOREIGN MANUFACfURING EQUITY JOINT VENTURE

INVESTMENTS IN CHINA, 1979-1985
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Industrial Sector and ISle code

Source: Same as for Table 10.
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TABLE 11

SPATIAL DISTRIBUTION OF HONG KONG AND FOREIGN EQUITY
JOINT VENTURE INVESTMENTS IN CHINA, 1979-1985

(unit: intended investment, US$ million)

84

Hong Kong Foreign
Investment Investment

Manufac- Manufac-
Locations Total turing Total turing
Guangdong 1260.5 139.3 125.3 64.1

Pearl River Delta 1217.0 123.6 108.0 60.4

Guangzhou & SEZs 1170.7 83.1 105.3 57.7
Others 46.3 40.5 2.7 2.7

city Locations 1194.1 102.9 105.8 58.2
county Locations 22.9 20.7 2.2 2.2

Non-Delta Areas 43.5 15.7 17.3 3.7

Shantou 24.9 3.6 1.3 1.2
Hainan Island 8.7 3.3 13.0 1.5
Others 9.9 8.8 3.0 1.0

City Locations 35.4 8.1 13.2 2.5
County Locations 8.1 7.6 4.1 1.2

The Three
Municipalities 351.9 44.3 473.7 265.5

Other Provinces 369.0 152.8 260.1 209.6

City Locations 349.5 137.3 235.9 191.1
County Locations 19.5 15.5 24.2 18.5

Total 198104 33604 859.1 539.2

Note:
SEZs: Special economic zones (in the Pearl River Delta

include the cities of Shenzhen and Zhuhai).

Sources: Same as for Table 10.
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INDUSTRIAL RELATIONS BETWEEN HONG KONG AND CHINA: SOME
RESEARCH QUESTIONS

From the viewpoint of firm-environment interaction,

the development in trade and industrial cooperation between

Hong Kong and China represents some of the adaptation

measures of Hong Kong manufacturers in response to the

changes in the external environment~ Although the strong

economic relationship between Hong Kong and Guangdong can be

attributed to locational proximity, the factors affecting

the spatial patterns of trade and investment between Hong

Kong and China are likely to be more complex than the above

analyses suggested. Correlation analysis using macrQ-level

data cannot provide a subtle understanding of the effects

of intra- and inter-organizational factors on the spatial

incidence of linkages, nor does it enable a detailed

depiction of the str~ctural characteristics of economic

interaction between the two areas with respect to linkage

integration, linkage stability, and firm interdependence.

The differences in the scope and the limitations of

different sets of macro-level data also forbid a

comprehensive and systematic understanding of the spatial

economic relations between Hong Kong and China.

In addition, equity joint venture represents only

one of the major forms of Hong Kong's investment in China.

Other forms of investment which are of equal importance with

respect to manufacturing industries, as indicated in Table
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9, include contractual joint venture, compensation trade,

and industrial p~ocessing. The proportional shares of

equity joint venture, contractual joint venture, and of

compensation trade and industrial processing combined in

the total amount of realized foreign investment during the

period 1979 to 1985 were 16.6, 24.6, and 22.1 percent,

respectively. In view of the lower capital requirements of

compensation trade and industrial processing and the small

operational scale of most Hong Kong manufacturers, it is

likely that most of the investment in these two forms of

cooperation involve Hong Kong investors. 22 Since

compensation trade and industrial processing are by their

nature more oriented to manufacturing activities, their

impacts on the development of China's industrial system are

at least, in monetary terms, as significant as their joint

venture counterparts. Therefore, with respect to the

theoretical and conceptual framework of the "linkage-

interaction" approach: the present study aims to examine the

spatial economic relations between Hong Kong and China in

the following aspects:

A. Spatial Interaction and Regional Integration

1. the structures of spatial interaction and regional
integration in manufacturing activities between
Hong Kong and China; and

2. the factors (spatial, intra- and inter
organizational) affecting the location of Hong
Kong's manufacturing investment in China



•

87

B. Nature of Economic Interaction

1. the contact characteristics of Hong Kong
manufacturers with linkages in China in respect of
activeness and directness of linkage establishment,
channel association, and structural diversity:

2. the factors affecting the relationships between Hong
Kong and Chinese firms: a~d

3. the contents and functions of Hong Kong's
manufacturing activities in china

C. Economic Impacts

1. the spatial and structural impacts of economic
interaction between Hong Kong and China on both
area: and

2. the opportunities and constraints in the development
of an integrated and sustained regional economic
system in the Pearl River Delta

SUMMARY

This chapter outlines the context of the study. As

a result of China's open-door policy, the extent of inter

action in trade and industrial cooperation between Hong Kong

and China has expanded rapidly in recent years. Most of

the interaction in trade, which contain mainly textile and

garment commodities, are intra-industrial and processing-

oriented in nature. Of all the provinces in China,

Guangdong is Hong Kong's most important trading partner

because of the center-hinterland relationship between the

two areas. Guangdong is also the major area of concentration

of Hong Kong's EJV investment in China. In comparison, Hong

Kong's EJV investment in China is more oriented to hotel and

. I '-.~ I
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building construction activities, whereas foreign firms are

more interested in manufacturing industries. Nevertheless,

this chapter indicates that analyses based on macro-level

data cannot provide a subtle understanding of the spatial

economic relationships between the two areas. A micro-level

research with respect to the framework of the "linkage

interaction II approach is therefore called upon.



CHAPTER IV

RESEARCH ORGANIZATION AND QUESTIONNAIRE DESIGN

In respect of the framework of the "linkage

interaction" approach and the research objectives described

in chapters two and three, the study employs a firm-level

survey in order to obtain detailed information pertaining

to the characteristics of Hong Kong's industrial linkage

systems in China. This chapter begins with a description of

the frame and sampling method of the research, followed by

an alaboration of the design of questionnaire and the

organization of the survey. The chapter closes with an

analysis of the response behavior of surveyed manufacturers.

RESEARCH FRAME AND SAMPLING METHOD

As indicated in the previous chapter, the industrial

system of Hong Kong in 1986 had a total of 50,099 industrial

establishments. Owing to financial and time constraints,

the study confined itself to the three major Hong Kong

industries; namely, garments (ISIC 320-322), textiles (ISIC

325-329), and electronics (ISIC 383 and 384). The selection

of these three industries is not only due to their economic

importance in Hong Kong's industrial system, but also due to

their dominance in economic interaction between Hong Kong

and China in respect to trade and manufacturing investment.

In 1986, there were a total of 17,202 establishments in
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these three industries in Hong Kong among which 0.6, 15.0,

and 84.4 percent were large, medium, small in employment

size, respectively.1 Table 12 details ~he size structure of

manufacturing establishments in these three industries.

In order to provide a balanced understanding of the

linkage characteristics of firms of all sizes, a stratified

sampling method with respect to the employment size and the

sectoral affiliation of a firm was used to select a sample

of firms for the survey. A target of 405 firms was set for

the survey, which represented an average sampling fraction

of 2.35 percent of the corresponding total population in

1986. The sampling fraction was larger for large firms

because of the assumption that larger firms will tend to

have a lower response rate. A total of 1,243 firms was then

selected for the survey. Table 13 shows the structure of

the sample of firms selected for the survey.

SURVEY METHOD AND QUESTIONNAIRE DESIGN

The survey employed the method of personal interview

through a structured questionnaire as the primary data

gathering device. This method has the advantages of

obtaining a more complete set of information and enabling

interactive discussion with respondents (Sheskin 1985).

Personal interview also permits interviewers to observe the

behavior of respondents and to assess the reliability of
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TABLE 12

THE SIZE STRUCTURE OF THE THREE
STUDIED INDUSTRIES, 1986
(unit: number of fi~s)

Firm Size
(No. of
persons) Garments Textiles Electronics Total

1 - 9 5166 3037 1043 9246

10 - 19 1465 781 278 2524

20 - 4:9 1459 896 396 2751

50 - 99 981 416 174 1571

100 - 199 408 151 133 692

200 - 499 168 62 86 316

500 - 999 19 17 36 72

over 1000 11 5 14 30
Total 9677 5365 2160 17202

Notes:
Garments (ISIC 320-322) exclude knitwear and footwear.
Textiles (ISIC 325-329) include knitting.
EIectronics include ISlC sectors 383 and 384.

Source: Survey of Industrial Production, 1986, 27-29.
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TABLE 13

THE SAMPLING FRACTIONS FOR THE SURVEY

Target Target Esti- Working Working
Popu- Sample Sampling mated Sample Sampling

lation Size Fraction Response Size Fraction
Size (a) (b) (b/a) Rate (c) (cIa)
Large °92 20 21.7% 20-30% 92 100.0%

Medium 2579 120 4.7 30-40 464- 18.0

Small 14521 265 1.8 40-50 645 4.4

Total 17202 405 2.4 1212* 7.1

Notes:
* the actual working sample size is 1243 firms.
Size categories: large (>500 persons), medium (50-499

persons), and small (0-49 persons).
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their responses. Since the survey sought to obtain a

comprehensive understanding of the operational and linkage

characteristics of a firm during a single visit, two

interviewers were used simultaneousely for an interview in

order to gather as much informati.on as possible. The use

of two interviewers further allowed post-interview

supplementation and verification of uncertain data and

ensured the safety of interviewers in conducting field

work. 2 Every firm selected for the survey received a letter

of notification a week prior to the interview. Large firms

also received prior. telephone calls to confirm the time of

visit and possibly the appropriate person(s) for interview.

The purpose of using a structured questionnaire was

to obtain a uniform set of organizational and linkage

information of surveyed firms and to ensure the integrity

of analysis at the industrial and regional levels. In

addition, the design of the questionnaire aimed to enable

open-ended responses in a logically-related and coherent

manner. Except for those questions which had a well-defined

and finite range of responses, the questionnaire invited the

respondents to provide their own answers. Respondents were

also encouraged to give their opinions or assessments

whenever they wished to. In addition to the observations of

the physical environment and response behavior o~ firms,

the survey provided a comprehensive and integrated set of

information for examining the spatial and structural
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characteristics of Hong Kong's indust~ial linkage systems

in China. The questionnaire took approximately 45 to 60

minutes to complete.

The questionnaire contained four major sections which

covered the basic organizational attributes and linkage

characteristics of a firm in sales, input, and subcontract

ing activities. The arrangement of these sections was

related to their importance with respect to the objectives

of the study, in which the sections on the basic

organizational attributes and marketing characteristics of a

firm were placed in the front portion of the questionnaire

because they constitute the basis of industrial segmentation

analysis for the study. Moreover, the three sections on

sales, input: and subcontracting have a similar structure

so as to allow an integrated analysis of the inter

relationships of the three linkage systems of a firm. Each

of the three secti.ons has three major sets of questions

relating to the locational incidence of linkages, the

attributes of the major transaction counterpart(s) of

surveyed firms, and the transaction characteristics between

surveyed firms and their major transaction couhterpart(s).

Appendix 1 shows the content of the questionnaire.

THE SURVEY

The planning and organization of the survey involved
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three phases including the examination of the research

context, feasibility study, and formal survey. In the

first phase, the attitude of Hong Kong manufacturers toward

industrial surveys was examined through a review of a number

of previous studies concerning Hong Kong's industrial

development at the firm level. 3 The review provided an

understanding of the difficulties in conducting industrial

surveys in Hong Kong and enabled the formulation of

techniques for resolving those difficulties. A pilot survey

was undertaken in August 1985 to examine the actual response

behavior of Hong Kong manufacturers and the feasibility of

the study. The second pilot survey conducted in early June

1986 further tested the effectiveness of the refined

questionnaire. Together these two pilot surveys covered a

total of twenty-four firms. The formal survey was then

conducted during the period late June 1986 to late February

1987, resulting in a total of 383 completed questionnaires

of which 335 formed the basis of subsequent analyses. 4

Since the gathering of an integrated and structured

set of data is indispensable for the analyses in this study,

every que:::.tiohnaire was
_____ ~ -_...:I
":A.aW.I..&I.-.... immediately in detail when

received. Interviewers were consulted as soon as possible

for' supplementing or correcting those data that were

missing or deemed inconsistent with respect to the

operational and organizational context of surveyed firms.

During the first three months of the survey period, every
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member of the research team maintained frequent telephone

contacts and meetings regarding the problems in the field

and other survey-related issues. The result was a

successful gathering of an integrated and reliable set of

data. The survey also gained additional insights pertaining

to the spatial economic relations between HQng Kong and

China through free discussions with a nUmber of respondents.

RESPONSE PATTERNS AND BEHAVIOR

The resultant sample for subsequent analyses comprised

168 firms in garments, 82 in textiles, and 95 in the

electronics industry. As Table 14 shows, this sample of

firms accounted for 1.63, 1.53, 4.57, and 4.24 percent of

the total number of industrial establishments in 1986 in the

sectors of wearing apparel (ISIe 320-322), textiles (ISle

325-329), consumer electrical and electronic products (ISIC

383): 'and electrical and electronic parts and accessories

(ISIC 384), respectively. The sample contained thirty-one

industrial sectors at the four~digit ISIC level among which

twenty-six of them had at least 1 percent of population

represented. 5 The proportions of surveyed firms which were

small, medium, and large in size were 53.8, 38.2, and 8.0

percent, respectively. Table 15 shows the size structure of

surveyed firms in the resultant sample.

The majority of those interviewed were senior
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TABLE 14

SECTORAL DISTRIBUTION OF SURVEYED FIRMS

Popu- No. of % of
ISIC lation surveyed Popu-
Code Sectors (1986) Firms lation
3201 Outer garments 6578 128 1.95
3202 Under and night garments 316 4 1.27
3209 Leather and fur clothing 1239 7 0.56
3222 Gloves 325 4 1.23
3223 Handbags 554 9 1.62
3226 Headgear 68 1 1.47
3229 Wearing apparel nec. 597 5 0.84
320-2 Wearing apparel 9677 158 1.63

3252 Spinning-man-made fiber 5 1 20.00
3259 Spinning-others 159 3 1.89 '
3260 Weaving-cotton 252 13 5.16
3263 Weaving-labels 202 4 1.98
3270 Knitting-cotton 256 8 3.13
3275 Knit outerwear 1958 32 1.63
3280 Bleaching and dyeing 394 7 1.78
3281 Textile stenciling 537 5 0.93
3282 Textile finishing 181 3 1.66
3292 Made-up textile goods 265 4 1.51
3296 Threads 147 1 0.68
3297 Embroideries 335 1 0.30
325-9 Textiles 5365 82 1.53

~o-, Electronic toys 73 4 5.48.... ""''"'-
3832 Transistorized radios 120 8 6.67
3833 Electrical appliances 235 8 3.40
3834 Television reoeivers 'lAO 6 4.05... .,. ...
3835 Sound reproducing equipment 106 7 6.60
3838 Computing machinery 97 6 6.19
3839 Consumer electrical -

products nec. 227 7 3.08
383 Consumer electronics 1006 46 4.57

3841 Electronic industrial
apparatus 101 2 1.93

3844 Electronic parts 515 31 6.02
3846 Dry batteries 14 1 7.14
3847 Torch and electric bulbs 57 6 10.53
3849 Electronic accessories nec. 349 9 2.58
384 Electrical and electronic

parts and accessories 1154 49 4.24
Total 17202 335 1.95
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TABLE 14. (Continued) SECTORAL DISTRIBUTION
OF SulRVEYED FIRMS

Notes:
Outer garments exclude fur and leather clothing.
Leather and fur clothing include infant wears.
Gloves exclude those made of rubber and plastic.
Handbags exclude those made of rattan and straw.
Wearing apparel (320-2) excludes knitwear and footwear.
Made-up textile goods exclude wearing apparel.
Electrical appliances include electrical housewares.
Television receivers include communication equipments.
Sound reproducing equipments include recording eguipments.
Computing machinery includes computing equipments.
Electronic parts include electronic components.
Electrical and electronic parts and accessories include

machinery.
nee.: not else classified.

SOurces: Survey of Industrial Produc·tion, 1986 i 42-46, and
survey data.



TABLE 15

THE SIZE STRUCTURE OF SURVEYED FIRMS
IN THE RESULTANT SAMPLE
(unit: number of firms)

Firm Size Industries
(No. of
persons) Garments Textiles Electronics Total

1- 4 22 11 12 45

5- 9 11 5 10 26

10- 19 14 12 18 44

20- 49 25 18 22 65

50- 99 23 23 12 58

100- 199 30 6 13 49

200- 499 15 2 4 21

500- 999 7 1 2 10

1000-1999 8 3 1 12

over 2000 3 1 1 5
Total 158 82 95 335

Note:
Garments include ISle sectors 320~322, textiles ISIC

325-329, and electronics ISIC 383 and 384.

Source: Survey data.

99-
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managerial and administrative personnel. Approximately 30

percent of the respondents were owners. The proportion of

responses accounted for by junior staff was less than 13

percent. Most of the respondents were generally cooperative

and receptive. As Table 16 shows, the average ratings

for the response behavior of surveyed firms in terms of

cooperation and sincerity, in an eleven-point scale (zero

the lowest and ten the highest), are 7.54 and 7.35,

respectively. Most of the respondents generally understood

the nature of the questions asked, but they were relatively

conservative in providing detailed responses. Nevertheless,

the data gathered maintain an accurate and reliable

representation of the operational and linkage character-

istics of firms in the thref~ maj or Hong Kong industries

under investigation.

SUMMARY

This chapter outlines the frame and methods of the

research. The research employed a firm-level industrial

survey which was based on a stratified sample of 1,243 firms

in the three major Hong Kong industries; namely, garments,

textiles, and electronics. The survey used the method of

personal interview and a structured questionnaire as the
o

principal data gathering' devices. The purpose of using a

structured questionnaire was to obtain a uniform and
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TABLE 16

RESPONSE BEHAVIOR OF SURVEYED FIRMS
(un:it: mean rank)

Response Behavior

Cooper- Understand Depth of
SectuI:S at.ion Sincerity Questions Response
Garments 7.52 7.28 7.18 6.68
(320-2)

Textiles 7.62 7.35 7.23 6.88
(325-9)

Consumer
Electronics 7.63 7.54 7.39 7.02
(383)

Electrical &
Electronic 7.42 7.38 6.96 6.73
parts (384)
Average 7054 7.35 7.18 6.79

Notes:
The response behavior is measured en an eleven-point

scale, with 0 the lowest (worst) and 10 the highest
(best).

Figures in parentheses are the ISIC codes for the
corresponding sectors.

Source: Survey data.
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integrated set of data for analyzing the economic

interaction between Hong Kong and China at the industrial

a~d regional levels. The survey had a total of 383 firms

responded of which 335 constituted the basis of subsequent

analyses. The respondents were cooperative and receptive,

but th,ey were generally conservative in providing detailed

information for the survey.



CHAPTER V

INDUSTRIAL ORGANIZATION AND TRANSACTION STRUCTURES
FOR HONG KONG-CHINA LINKAGE INTERACTION

Given the data obtained in the field, this chapter

will first describe the general structure of transactions

for Hong Kong manufacturers in overseas trade and depict

the functional organization of the three studied industries

through an industrial segmentation analysis. The following

sections then detail the characteristics of various

industrial segments and the segmentation structure of the

three studied industries. The final portion of this chapter

will portray the transaction structures for industrial

interaction between Hong Kong and China with respect to the

three types of linkages examined.

THE TRANSACTION STRUCTURE FOR HONG KONG MAJFJFACTURERS IN
OVERSEAS TRADE

An examination of the linkage characteristics of Hong

Kong manufacturers will first require a prior understanding

of the transaction structure of Hong Kong's industrial

system in overseas trade. As a result of their small scale

of operation, most Hong Kong manufacturers lack independent

capability in transacting directly with their overseas

buyers or suppliers. The transaction structure of Hong

Kong's industrial system in overseas trade therefore

comprises a large number of intermediate agents specialized
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in import, export, and in other trading activities. This

system of trading firms contains both local and foreign

concerns which are distinctively different in their

geographical organization of business networks. There

are five major groups of firms with different territorial

affiliations that can be identified from the survey. The

territorities with which these five groups of firms

affiliate include British commonwealth countries, China,

North America and Western Europe, East and Southeast Asia,

and the rest of the world. 1

The trading system of Hong Kong serves three ~ajor

functions. First, the system provides one of the primary

channels for receiving overseas orders and exporting local

manufactures. As an economy relying on export, the majority

of trading firms have their overseas contact networks.

Except for those trading firms that are foreign subsidiaries

without decision making autonomy, local trading firms are

always in search of new customers or suppliers overseas.

Second, the system functions as a structure for production

allocation among local manufacturers. Being an intermediate

agent without production capability, every trading firm

links itself to a group of manufacturers for fUlfiling its

needs of production. An interdependent relationship

therefore exists between a trading firm and its associated

manufacturers. As the information of the sur~ey indicates,

the allocation of production by a trading firm is related to



105

its relationship with and the production capacity of

the manufacturers it associates, and to the urgency of

production. The closer is the relationship between a

trading firm and its associated manufacturer(s) and the

more the urgency is the production need, the higher the

likelihood that a trading firm will give part or all of the

production contracts to the manufacturer(s) it is most

familiar with given the availability of sufficient

production capacity. Third, the system of trading firms

serves as a support mechanism for most Hong Kong manu

facturers in material purchase and storage as a result of

their small scale of operation. The relationship between a

manufacturing firm and the trading system therefore defines

in part the operational constraints of that firm and governs

the spatial and structural characteristics of its linkage

systems. Figure 10 shows the general structure of

transactions for Hong Kong manufacture~s in overseas

trade.

THE ORGANIZATION OF HONG KONG'S INDUSTRIAL SYSTEM:
INDUSTRIAL SEGMENTATION ANALYSIS

The trading system represents the external component

of the transaction structure for Hong Kong manufacturers in

overseas trade. The internal component of the transaction

structure, on the other hand, is the functional organization

of the industrial system. One of the major methods to
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examine the functional organization of an industrial system

is called industrial segmentation analysis (Taylor and

Thrift 1982a, 1983). This method dissects an industrial

system into a number of functionally-related sUbsystems

called "segments". Each segment contains firms bearing

similar organizational and operational characteristics not

exhibited among the firms in other segments. The responses

of different segments toward similar economic stimuli are

therefore likely to differ. The criteria used to segment a

sample of firms vary with the context of different socio

economic systems and the purposes of a study (Baron and

Bielby 1980, czinkota and Johnston 1981). Boulianne (1982)

uses a "production files" concept to classify a sample of

Swiss firms into three segments according to their behavior

toward technological change. Taylor and Thrift (1982b)

employ a duality framework which categorizes a number of

West Midland iron-foundry firms according to their

organizational and production characteristics. For the

present study, the basis of segmentation rests upon three

major operational aspects of Hong Kong manufacturers. These

three aspects are the scale of operation, the structure of

marketing organization, and the characteristics of products

of a firm. The scale of operation and the characteristics

of products reflect the capability of a firm to adapt to

environmental changes, whereas the structure of marketing

or,gani~ation represents the nature of and the constraints in



108

the external environment within which a firm operates.

Variable Selection

with respect to these three major operational

aspects of a firm, nine variables were used to delineate the

segmentation structure of the three studied industries. 2

These nine variables are:

A. organizational Characteristics

1. the overall size of a firm in Hong Kong, defined as
the total number of p!rsons engaged in the plants
located in Hong Kong;

2. presence of branch plants overseas;4

3. length of establishment;5

B. Structure of Marketing organization

4. orientation to overseas markets, defined as the
proportion of sales accouRted for by overseas
markets, including China;

5. extent of using intermediate agents for overseas
sales, defined as the proportion of sales accounted
for by overseas markets, in91uding China, transacted
through the trading system;

6. extent of immediate buyers located overseas, defined
as the proportion of immed~ate buyers located
overseas, including China;

7. extent of overseas sales efforts, defined as the
presence of different types of sales promotiog
efforts in overseas markets, including China;

c. Product Characteristics

8. product pricI~ in terms of high, medium, or low
value-added; and
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9. the extent of indigenous product development
efforts, defined as the proportion of product or
p~cces~ldevelopmentefforts initiated by surveyed
f1rms.

The Formation of Industrial Segments

Based on these nine variables, the segmentatiqn of the

three studied industries contained three steps•. The first

step involved a preliminary identification of a number of

segments based on detailed contextual analysis of surveyed

firms. The assignment of a firm to a particular segment was

dependent on the combined degree of fitness with respect to

the nine segmentation criteria. A new segment was formed

if a firm could not be classifed into one of the existing

segments. Finally, isolated segments with limited number of·

cases were combined with those segments bearing the highest

degree of resemblance. The resultant segmentation structure

of the three studied industries contains thirteen segments

which can further be grouped into five major categories

according to their employment size and market orientation.

These five major categories include the large firm, medium

export, small export, medium non=export, and small non-

export segments. Table 17 shows the resultant assignment

framework for segmenting Hong Kong's industrial system with

respect to the three studied industries. A schematic

representation of the structure of segmentation is shown in

Figure 11.
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TABLE 17

THE ASSIGNMENT FRAMEWORK FOR SEGMENTING
HONG KONG'S INDUSTRIAL SYSTEM

Segmentation criteria

Organi- Marketing
zational organization Product

Segment A B C D E F G H I
Large Firm

(Export)
World Market 3 3 3 3 1 3 3 2 2
Regional 3 3 3 3 1 3 2 2 2
Local 3 ': 0 3 1 2 1 2 1oJ

(Non-Export)
Local Sales 3 3 1 0 0 0 0 1 1

Medium/Small Firm

(Export)
Product Export 1 1 1 3 2 1 :2 2 2
International
Subcontracting 1 1 1 3 2 1 1 2 0
(Non-Export)
Local Sales 1 1 0 0 0 0 0 1 0
Local Support 1 1 0 0 0 0 0 1 0
Local
SUbcontracting 1 1 0 0 0 0 0 1 0

Notes:
o to 3 represents the probability of occurence:

o (not probable/very low), 1 (less likely/low),
2 (more likely/high), and 3 (highly likely/very high).

Large firm (>500 persons), medium firm (50-499 persons),
and small firm (1-49 persons).

A: Firm size larger than 500 persons.
B: Firm history more than 20 years.
c: Firm has branch plants overseas.
D: Overseas market focus.
E: Extent of using intermediate agents for exports.
F: Percentage of immediate transaction counterparts located

overseas.
G: Extent of overseas marketing efforts.
H: High value-added product content.
I: Firm has independent product development efforts.
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The effectiveness of the segmentation framework can be

examined through Chi-square analysis. 12 As Table 18 shows,

the nine segmentation criteria significantly differentiate

the sample of surveyed firms among the five major segments,

with the overall firm size in Hong Kong and the orientation

to overseas markets being the two most effective criteria.

The location of immediate buyers and the extent of using

intermediate agents for overseas sales are also effective

segmentation criteria, indicating the impo~~ance of the

structure of marketing organization in affecting the linkage

characteristics of surveyed manufacturers.

THE SEGMENTAL CHARACTERISTICS OF THE THREE STUDIED
INDUSTRIES

The Large Firm Segment

This category comprises both large export and large

non=eA~ort firms. The group of large export firms contains

three subsegments: world market operation, regional

operation, and local operation. The majority of firms in

these three subsegments are large in employment size, have

long company history and indigenous product development

capability, and have high value-added production orientation.

These three subsegments, however, differ significantly with

respect to their spatial scale of operation and marketing

strategies.



TABLE 18

OPERATIONAL CHARACTERISTICS OF MAJOR INDUSTRIAL
SEGMENTS IN HONG KONG'S INDUSTRIAL SYSTEM

Segmentation criteria

• Marketing
Organizational Organization Product

Segment A B C D E F G H I
Large Firm 96.3 59.4 68.8 92.6 14.8 85.2 50.0 59.4 45.8

Medium Export 0.9 '9.7 9.7 100.0 47.2 . 52.8 26.2 41.6 15~5

Medium Non-Export 0.0 8.0 0.0 0.0 31.8 0.0 8.7 28.0 4.5

Small Export 0.0 8.7 1.5 100.0 65.2 34.8 30.8 20.3 15.4

Small Non-Export 0.0 7.1 1.8 0.0 8.9 0.0 2.7 12.4 0.0

Chi-Sq{uarea 310 68 56 299 72 109 44 31 45
Cramer's v .96 4 1- .41 .95 .43 .57 .37 .36 .37• :>

Contingency
coefficient .69 .41 .40 .69 .42 .50 .30 .34 .35
% Cell<expected
frequency of 5 20 20 30 0 0 0 0 20 20

Notes:
a. df=4, significant at 0.001 level.
See Table 17 for a description of the nine segmentation criteria

(A to I). I-'
I-'
W

Source: Survey data,
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The world market subsegment comprises mostly large

firms operating at the global scale. The firms in this

subsegment have their sales offices in their major overseas

markets and a large production network either at the

regional (Asia) or international level. 13 These firms are

very active in marketing and are capable of establishing

their own distribution channels overseas. The production

network of the firms in the regional operation subsegment,

on the other hand, is based on nearby Asian countries.

These firms do not have their own overseas sales offices,

but they have direct contacts with their overseas buyers

which have large distribution networks. Firms which do

not have sales offices and branch plants overseas belong to

the local operation subsegment. The majority of firms in

this subsegment have a mUlti-plant structure in Hong Kong.

Most of them also have direct contacts with their overseas

buyers, but their marketing and product development

initiatives are comparatively lower than their world market

and regional operation counterparts.

Large non-export firms differ from their export

counterparts mainly in market focus and marketing strategy,

but are similar in the size of employment and length of

company history. Since these firms sell mainly to the local

market, most of them do not have sales contacts overseas.

The product development initiatives of these firms are

generally low, as they are mainly engaged in producing semi-
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manufactures for the local industrial market.

The Medium and Small Export Segments

The firms in the medium and small e~ort segments are

similar to their large counterparts in the orientation to

export, but differ mainly in the scale of operation and

structure of marketing organization. Most of the firms

in these two segments are single-plant organizations, employ

less than 500 persons, have short company history, and are

simpler in organizational structure. The structure of

marketing organization of the firms in these two segments

usually involves intermediate agents, as they are incapable

of establishing direct contacts with their overseas buyers.

These two segments of firms have limited overseas marketing

efforts; their product development initiatives and product

value-added content are generally lower than their large

firm counterpart.

There are two basic subsegments, which differ mainly

in product development capability and marketing initiatives,

comprising the medium and the small export segment. These

two subsegments are product export and international

subcontracting. The product export subsegment contains two

types of firms: firms manufacturing products

and development content (product development export) and

firms producing standard manufactures which do not need
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special research and development efforts (general product

export). Firms engaged in product development export are

high in product development initiatives and active in

promoting their products overseas especially during the

early stages of product cycle. Although firms engaged in

general'product export lack major product development

efforts, they are also active in searching for foreign buyers

because they do not have overseas contractors as their

international subcontracting counterparts. The international

subcontracting subsegment, on the other hand, contains firms

that produce manufactures according to the specifications of

overseas buyers. Because of these production arrangements,

the majority of these firms do not have major indigenous

product development capability. In addition, most of these

firms do not have direct contacts with their overseas

buyers, as they receive their contracts mainly through the

local trading system.

The Medium and Small Non-Export Segments

The medium and small non-export segments contain three

basic subsegments: local sales, local support, and local

subcontracting. As with the medium and small export firms,

the majority of firms in these three subsegments employ less

than five hundred persons, have short company history, and

are simple in organizational structure. Since their market
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focus is local, they usually have direct contacts with

their buyers, but most of them do not have major product

development capability because of their suppnrtive nature

of production. In addition, the value-added content of

products manufactured by these fi~ms is lower than their

export counterparts.

The major differences among these three subsegments

lie in the types of products manufactured and the nature of

their operation. The local sales subsegment contains firms

producing finished goods for the local markets with varying

degrees of participation in distributing their products.

The product development initiatives in terms of imitation

are high in those consumer-oriented firms, but the extent of

product improvement either in terms of style or quality is

low. The local support subsegment, on the other hand,

comprises firms producing semi-manufactures for further

processing in other firms. Most of these products are

standard industrial semi-manufactures which do not require

special production specifications, and the firms themselves

largely determine their schedule of production. The

operation of the firms in the local subcontracting

subsegment, however, depends on the needs of their subcon

tracting counterparts. Since most subcontracting work

involve particular product and process specifications; the

firms in this subsegment generally lack indigenous product

development initiatives or capability.
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THE SEGMENTATION STRUCTURE OF THE THREE STUDIED INDUSTRIES

The functional organization of the three studied

industries with respect to segmentation structure is shown

in Table 19. All the three studied industries contain a

number of key firms in the large firm segment. The majority

of these key firms are similar in their large employment

size, stronq export orientation, and high levels of

independent marketing and indigenous product development

capability. Most of the key firms in the electronics

industry, however, differ from their garments and textiles

counterparts in ownership, as they are the subsidiaries of

foreign firms.

The differences among the three studied industries

are more discernible through examining the segmentation

structure of medium and small-sized firms. The majority of

medium-sized firms in the three studied industries are

similar in their orientation to export, but garment and

textile firms differ from their electronic counterparts in

being as international subcontractors. In comparison,

electronic firms are more active in product development and

production initiatives than their garment and textile

counterparts, whereas textile firms differ from their

garment and electronic counterparts in their roles as local

supportive agents or subcontractors.

Unlike the firms in the medium segments, approximately



Note:
Figures in parentheses are the total number of firms in the

corresponding segments used for subsequent analyses. •

Source: Survey data.
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60 percent of small-sized firms rely on the local markets.

Small-sized firms engaged in export are functionally similar

to their medium-sized counterparts, as the majority of

garment and textile firms serve as international

subcontractors and electronic firms as product exporters.

with respect to those firms relying on the local markets,

the nature of operation between the garments and the

textiles industry differs slightly in that a local consumer

market exists for garment firms, whereas textile firms

function mainly. as local subcontractors. A large portion

of small non-export electronic firms, however, are of

supportive nature, producing standardized electronic parts

and components for the local industrial market.

THE TRANSACTION STRUCTURES FOR INDUSTRIAL INTERACTION
BETWEEN HONG KONG AND CHINA

The segmental characteristics of Hong Kong manu-

facturers and their association with different channels in

the trading system largely determine the characteristics of

their linkage systems in overseas countries. Since China

h~s a planned economy, the linkage characteristics of Hong

Kong manufacturers ~ransacting with China are further

affected by China's control in foreign trade and economic

cooperation. As Figure 12 shows, China has a centralized

system for managing foreign trade and investment. The

transaction structure for trade comprises several designated
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channels including Chinese I manufacturers authorized to

export; and foreign and specialized trading corporations

under the Ministry of Foreign Economic Relations and Trade,

other ministries, authorized organizations, and provincial

and local governments. 14 Most of these corporations and

organizations have their offices or agencies in Hong Kong,

functioning as intermediate agents for Hong Kong firms

trading with China. These designated channels differ not

only in their spatial organization of business networks, but

also in the types of commodities handled. In general,

designated trading corporations under various ministries and

specialized corporations handle those goods which are

considered vital to the national economy such as rice,

whereas provincial and local trading organizations manage

other commodities such as poultry.15

with respect to foreign investment, the major channels

include the China International Trust and Investment

Corporation; the Bank of China Trust and Consultancy

Company; and the investment and consultancy corporations

under various ministries and provincial and local govern

ments. 16 Most of these trust and investment corporations

also have their of£ices in Hong Kong. In addition, the

China Merchants and steam Navigation Company in Hong Kong, a

subsidiary of the Ministry of Communication, serves as the

sole channel for foreign investment in Shekou, an industrial

area within the Shenzhen special economic zone.
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In association with these designated trade and invest

ment channels, Figure 13 details the transaction structures

for industrial interaction with chfna among surveyed firms.

Surveyed manufacturers have the following channels to sell

to China:

- directly to designated trading corporations and
organizations under various ministries or provincial or
local governments, including their affiliated factories;

- directly to Chinese firms and factories that have Hcng
Kong participation (all forms of joint ventures,
compensation trade and subcontracting) ;

- directly to wholly foreign-owned firms in China; and

- indirectly through Hong Kong agents (trading firms or
other manufacturers) with connections to Chinese fi~s or
factories with or without Hong Kong participation.

In regard to input linkages, surveyed manufacturers

have the following channels to acquire their materials from

China:

- indirectly through China Resources Company in Hong Kong,
including its subsidiaries;

- indirectly through the retailing network of the China
Resources Company;

- directly from designated trading corporations and
organizations under various ministries or provincial or
local governments, or indirectly through their offices or
ageri't:s in Hong Kong; and

- directly from Chinese factories with or without Hong Kong
parti.cipation in Guangdong.

For subcontracting, the transaction structure contains

the following channels:
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- directly or indirectly to affiliated factories (factories
affiliated with designated trading corporations or
organizations under various ministries or provincial or
local governments);

- directly or indirectly to factories affiliated with the
organizations designated primarily for promoting
subcontracting activities from Hong Kong to China;

- directly to unaffiliated factories in China (factories
that do not have any affiliation with various designated
trading corporations or organizations); and

- directly or indirectly to Chinese factories with Hong
Kong participation.

SUMMARY

This chapter has examined the functional organization

and the structures of transactions of the three studied

Hong Kong industries. Small scale of operation leads most

surveyed manufacturers associating themselves with the local

trading system for overseas export. The local trading

system not only serves as a primary channel for receiving

overseas orders, but also functions as a system for

production allocation and provides material purchase and

storage services for most small and medium-sized manufac-

turers. The sign~ficance of the trading system in affecting

the linkage characteristics of most manufacturers is

reflected in the segmentation structure of the three studied

industries of which five segments can be identified

through industrial segmentation analysis. These five

segments are large firm, medium export, small export, medium
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non-export, and small non-export segments.

The linkage characteristics of surveyed firms

transacting with China are further affected by the

structures of transactions for industrial interaction

between Hong Kong and China. The transaction channels for

surveyed manufacturers to sell to, input from, and

subcontract to China include several designated foreign

trading corporations and organizations under various

ministries or provincial or local governments; Chinese firms

and factories with or without Hong Kong participation; and

wholly foreign-owned firms in China. The transactions in

these channels can be direct in contacts or indirect through

the offices or agencies of designated trading corporations

or organizations in Hong Kong, or through other Hong Kong

trading firms or manufacturers.



CHAPTER VI

HONG KONG-CHINA INDUSTRIAL INTERACTION:
CONTACT STRUCTURES AND LOCATIONAL INCIDENCE

The functional organization of Hong Kong's industrial

system and the transaction structures for industrial

ihteraction between Hong Kong and China constitute the major

forces affecting the linkage characteristics of surveyed

firms transacting with China. Based on the segmentation

structure of the three studied industries, this chapter will

first describe the measurements of a linkage used in this

study and the development of Hong Kong's industrial linkage

systems in China, followed by a detailed analysis of the

contact structures and spatial patterns of the three studied

linkage systems. The factors affecting the contact

characteristics and locational incidence of linkages are

depicted. The chapter closes with an analysis of the

spatial changes of the three studied linkage systems during

the period 1981 to 1986.

MEASUREMENTS OF A LINKAGE'USED IN THIS STUDY

A comprehensive examination of the linkage

characteristics of firms at the micro-level has several

analytical difficulties because of the complexity of a

firm's linkage systems. A firm generally has several buyers

and suppliers and can have numerous subcontractors at a
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time. The presence of intermediate agents for transactional

arrangements between two ultimate transaction counterparts,

as in the case of this study, further increases the

complexity of analysis. Owing to time and financial

constraints, a detailed portrayal of all direct and indirect

linkages between Hong Kong and their ultimate Chinese

transaction counterparts is beyond the scope of this study.

The measurement of a linkage and the associated character

istics are therefore based on the immediate and most

important (key) counterpart that a firm possesses in respect

of the particular linkage system under consideration. An

immediate transaction counterpart refers to the organization

that the focal firm first transacts with, whereas a key

counterpart relates to the organization that has the largest

monetary share with respect to the entire associated linkage

system of the focal firm. The directness or indirectness of

a linkage is interpreted in a spatial sense in this study in

that a direct linkage refers to a business (sales, input, or

subcontracting) connection between a firm in Hong Kong and

another in China. Therefore, a business connection

involving the use of an intermediate agent in Hong Kong for

transactional arrangements with a firm in China is

considered as an indirect linkage. Given the objectives of

the study, information pertaining to industrial interaction

between Hong Kong and China through other first non-key

(the most important link in China but not in respect of the
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entire linkage system of a firm) immediate and subsidiary

(all other links that are not key or first non-key)

immediate linkages is included in the analyses. 1 Except

otherwise stated, the findings related to Hong Kong-China

industrial interaction presented in this chapter and chapter

seven are based on both key immediate and all first

immediate (key and first non-key) linkages, whereas the

results concerning the spatial characteristics of Hong

Kong's industrial linkage systems in China are based on all

(key, first non-key, and subsidiary) immediate linkages.

Comparative analyses using the characteristics of Hong

Kong's industrial linkage systems in other countries are

based only on key immediate linkages.

THE DEVELOPMENT OF HONG KONG'S INDUSTRIAL LINKAGE SYSTEMS IN
CHINA

Industrial interaction between Hong Kong and China has

undergone significant expansion since 1978 as a result of

China's open-door policy. As Table 20 shows, the number

of surveyed firms with sales, input, and subcontracting

linkages in China during the period 1981 to 1986 increased

4.0, 0.9, and 2.6 times, respectively. In 1986, there were

thirty surveyed manufacturers established forty-five sales

linkages in China, whereas eighty-seven and fifty-four firms

had a total of 120 input and 92 SUbcontracting linkages,

respectively. 2 Among the three studied industries, textile
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TABLE 20

INDUSTRIAL INTERACTION IN SALES, INPUT, AND SUBCONTRACTING
BETWEEN HONG KONG AND CHINA, 1981 AND 1986

Industries/
Segments
[Number of Firms]
Garments
Textiles
Electronics

Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

Total

[Number of Links]
Garments
Textiles
Electronics

Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

Total

Sales

81 86 PLI

o 3 .02
2 9 .11
4 18 .19

o 2 .08
o 4 .04
1 7 .30
4 11 .16
1 6 .05

6 30 .09

o 4 .03
2 8 .10
8 33 .35

o 5 .19
o 5 .05
1 11 .52
8 16 .24
1 8 .07

10 45 .13

Input

81 86 PLI

21 40 .25
16 28 .34

9 19 .20

14 14 .54
16 37 .35

6 8 .35
6 15 .22
4 13 .12

46 87 .26

34 52 .33
22 40 .49
16 28 .30

24 24 .92
26 51 .48

8 13 .57
10 18 .27

4 14 .13

72 120 .36

Subcon
tracting

81 86 PLI

5 21 .13
3 11 .13
7 22 .23

4 9 .35
4 23 .22
o 0 .00
3 11 .16
4 11 .10

15 54 .16

8 37 .23
8 22 .27

11 33 .35

7 18 .69
9 40 .37
o 0 .00
7 21 .31
4: 13 .12

27 92 .27

Tests: Significant difference at 0.05 level among the three
studied industries (Chi-square=19.77, df=4) and the five
studied segments (Chi-square=25.66, df=8) in sales, input,
and subcontracting interaction.

Note: PLI (propensity of linkage incidence) is the ratio
between the number of linkages in an industry or segment and
the number of surveyed firms in the corresponding industry
or segment in 1986. The first group of PLIs in the table
represents the propensity of first (key or first non-key)
immediate linkage incidence, whereas the second group
represents the propensity of all (key, first non-key, and e

subsidiary) immediate linkage incidence of surveyed firms.
See note 1, chapter VI, for a description of the concept
of key and first non-key link.

Source: Survey data.
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firms have a higher propensity to input from China, ~hereas

electronic firms are more inclined to establish sales and

subcontracting linkages. The extent of linkage establishment

in input and subcontracting declines with the de~rease in

firm size, but there are no significant differences in the

extent of sales linkage incidence among firms of different

size characteristics.

THE CONTACT STRUCTURES AND LOCATIONAL INCIDENCE OF HONG
KONG'S INDUSTRIAL LINKAGE SYSTEMS IN CHINA

Sales Linkages

Sales is among the three types of linkages studied the

system which has the least extent of interaction. Of the

335 surveyed firms, only thirty had sales linkages in China

in 1986. The market share of China among these firms is

generally low, with only nine firms having more than one

third of their total sales account~d for by China's market. 3

The linkage content of half of the thirty surveyed firms

contains semi-manufactures, reflecting the backward linkage

effect of Hong Kong's SUbcontracting and other manufacturing

activities in China. 4

Table 21 shows that two-third of the sales linkages

in China are indirect linkages. These indirect linkages

contain mainly textile and electronic semi-manufactures and

are articulated through a group of Hong Kong trading firms



.:

TABLE 21

THE CONTACT STRUCTURE OF HONG KONG'S SALES LINKAGE SYSTEM,
BY COUNTRIES OF TRADE AND BY CHANNELS OF TRANSACTIONS

(unit: number of firms)

Industri.es Segments
countries/
Channels G T E L ME MN SE StL Total
CHINA

[Direct]
Trade corporation -[1] - 1[4] -[1] 1[2] -[1] -[1] - 1[5]
Joint venture - - -[1] -[1] ~ - - - -[1]
Factory - - 1[2] - 1[1] - -[1] - 1[2]
Hotel - - 2[2] - - - 2[2] - 2[2]
[Indirect]
HK Trade Company 1[2] 2[5] 1[7] - - -[3] 3[6] 1[5] 4[14]
HK Factory - -[4] 2[2] - -[1] -[3] 1[1] 1[1] 2[6]

FOREIGN

[Direct]
Marketer 11 6 2 9 6 - 4 - 19
Trade Company 35 6 16 12 35 - 10 - 51
Factory 1 3 4 - 3 - 5 - 8
Parent Firm 1 - 6 1 5 - 1 - 7
[Indirect]
11K Trade Company 59 9 14 5 46 - 31 - 82

HONG KONG

[Direct]
HK Trade Company - 5 2 - - 4 - 3 7
Factory 23 45 33 1 - 17 - 83 101 I-'

W
Retails 18 1 5 - - 2 - 20 22 tv



TABLE 21. (Continued) THE CONTACT STRUCTURE OF
HONG KONG'S SAV~S LINKAGE SYSTEM, BY COUNTRIES

OF TRADE AND BY CHANNELS OF TRANSACTIONS

Tests:
Significant difference at 0.05 level in direct and indirect contacts

among the three studied industries and different segments (large,
medium, and small export and non-export combined) (Chi square=6.75
and 6.78, respectively, df=2).

Notes:
The contact structure is based on the key immedla,te link of surveyed

firms. The contact structure for China also includes all first
(key and first non-key) immediate links as sho\lln in brackets.

G: Garments, T: Textiles, E: Electronics;
L: Large, ME: Medium export, MN: Medium non-expoi-t., SE: Small export,

SN: Small non-export.
HK: Hong Kong.

Source: Survey data.

1-1
w
w
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and manufacturers. Direct linkages, on the other hand,

comprise mostly finished goods and have various designated

Chinese trading corporations as their major transaction

counterparts. Among the surveyed manufacturers, firms in

the electronics industry and in the large segment have a

higher propensity to transact with their Chinese buyers

directly because thei~ linkages contain mainly finished

goods. The difference in contact characteristics among

various segments are equally discernible in Hong Kong's

overseas sales linkage system, in which large firms tend to

sell directly to major foreign marketing organizations such

as Sears Roebuck in America.

The lack of extensive development of Hong Kong's sales

linkage system in China is mainly attributed to the lack of

market demand due to lower levels of economic development

(Table 22). The extent of market limitations is larger for

garment firms because of the capability of China's garments

industry in meeting most of the domestic needs. In those

situations that the demand for foreign manufactures such as

electronic goods exists, the lack of foreign exchange

presents the major obstacle for linkage est~blishment. In

addition to these market constraints, small non-export firms

are further confined by their subcontracting nature of

production in Hong Kong's industrial system, as most of

them do not participate in marketing or dis,tributing the

products they manufacture. Firms focusing on the local



TABLE 22

FACTORS AFFECTING THE DEVELOPMENT OF HONG KONG'S
SALES LINKAGE SYSTEM IN CHINA

(unit: number of firms)

Industries Segments

Factors G T E L ME MN SE SN Total
[Firms with linkages]
Market Factor 3 0 9 3 2 2 4 1 12

Due to other HK firms 0 9 9 0 1 5 7 5 18

[Firms without linkages]
Market/Price Factor 71 24 21 13 52 4 27 20 116

Low purchasing power 36 13 9 5 31 2 14 6 58
Similar products 10 10 7 3 5 1 7 11 27
High prices 16 1 5 5 12 1 2 2 22
Incompatible products 6 - - .. 3 - 3 - 6
Unprofitable 3 - - - 2 - 1 - 3

Operational Constraints 31 31 12 - 6 7 5 56 74

SUbcontracting nature 21 21 8 - - 7 2 47 56
Small firm size 10 4 4 - 6 - 3 9 18

China Trade Policy 10 3 13 2 12 - 7 5 26

Foreign exchange problem 5 2 10 1 7 - 5 4 17
Complicated policy 5 1 3 1 5 - 2 1 9

Retail Business Nature 10 1 1 - - - - 12 12
I-'
W

Inadequate Information 6 () 6 1 3 1 5 2 12 U1



TABLE 22. (Continued) FACTORS AFFECTING THE DEVELOPMENT
OF HONG KONG'S SALES LINKAGE SYSTEM IN CHINA

Industries Segments

Factors G T "E L ME MN SE SN Total
Linkage Inertia 4 6 1 4 5 - 1 1 11

Business Practice 3 1 5 - 2 - 2 5 9

Others 7 2 4 3 6 1 2 1 13

Notes:
Based on the most important factor given by the surveyed firms.
Market factors: presence of demand or market potential.
Due to other Hong Kong (UK) firms: due to the manufacturing activities

of other Hong Kong firms in China.
Similar products: capability of China's industrial system to manufacture

similar products for its domestic market.
High prices: the prices of products are too high for China's market.
Incompatible products: products are not suitable for China's market

because of differences in consumer tastes and needs.
Business practice: the difference in business practlce between Hong

Kong and China.
See Table 21 for other abbreviations.

Source: Survey data.

I-'
W
0\
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market similarly have no propensity to sell to China because

of their lack of associa~ion with the trading system which

serves as one of the major channels for establishing

linkages in China.

Despite the limited extent of interaction, Table 23

and Figure 14 show that the sales linkage system of Hong

Kong in China exhibits two discernible spatial patterns: a

regional concentration in the province of Guangdong and a

metropolitan orientation with the municipalities of Beijing

and shanghai as the foci of transactions. The linkages in

Guangdong are mostly indirect link~ges, containing mainly

completed garments and textile and electronic semi

manufactures. Sales linkages containing completed garments

are especially concentrated in Shenzhen special economic

zone because of the greater availability of foreign exchange

and the familarity of HORg Kong's consumption environment in

this particular location. S Textile and electronic semi

manufacture linkages, however, are dispersed in the Pearl

River Delta, serving essentially as backward linkages for

those Chinese factories that have subcontracting relations

with Hong Kong. Since most of these semi-manufacture

linkages are indirect linkages in which surveyed firms have

no specific concern regarding their incidences, the

locational patt~rn of these linkages is therefore an induced

one and is governed by those forces affecting the spatial

incidence of Hong Kong's SUbcontracting linkages in China.



TABLE 23

LOCATIONAL INCIDENCE OF SALES LINKAGES
AMONG SURVEYED FIRMS IN CHINA, 1986

(unit: number of links)

Industries Segments Channels Contacts

Locations G T E L ME MN SE SN CT CO HT HO D I Total
Guangdong 4 '7 15 2 2 9 7 6 4 - 20 2 7 19 26

Non-Delta - - 2 - - - 2 - - - 2 - - 2 2
Delta 4 1 9 2 - 5 2 5 4 - 9 1 5 9 14

SEZs &
Guangzhou 4 1 8 2 - 5 1 5 3 - 9 1 4 9 13
Other cities - - - - - - - - - - - - - - 0
Counties - - 1 - - - 1 - 1 - - - 1 - 1

SEZs &
Guangzhou 4 1 9 2 - 5 2 5 3 - 10 1 4 10 14
Other Areas - - 2 - - - 2 - 1 - - 1 1 1 2

Cities 4 1 10 2 - 5 3 5 3 - 11 1 4 11 15
Counties - - 1 - - - 1 - 1 - - - 1 - 1

Municipalities
& East China - 1 12 3 1 2 6 1 2 2 4 2 8 4 13

Other
Provinces - - 6 - 2 - 3 1 0 1 2 0 2 1 6

I-'
w
0:>



TABLE 23. (Continued) LOCATIONAL INCIDENCE OF SALES
LINKAGES AMONG SURVEYED FIRMS IN CHINA, 1986

Tests:
significant difference at 0.05 level in Guangdong versus non-Guangdong sales

linkage incidence between electronics and the two other industries combined
(Chi square=5.93, df=l), and between direct and indirect contacts (Chi
square=4.66, df=l).

Notes:
Based on all (key, first non-key, and subsidiary) immediate links.
Subrows or subcolumns may not add up to thei~ respective row or column totals

because of the lack of specific locational responses by some respondents.
Delta refers to the Pearl River Delta. Non-delta refers to the areas outside

the Pearl River Delta.
Municipalities and East China include Beijing, Tianjin, Shanghai, and the

Provinces of Jiangsu and Zhejiang.
SEZs: Special economic zones (in the Pearl River Delta include the cities of

Shenzhen and Zhuhai. outside the Pearl River Delta include the cities of
Shantou and Xiamen).

CT: China foreign trading corporations, co: other Chinese firms, HT: Hong Kong
trading firms, 110: other Hong Kong firms (hotels and factories).

D: Direct, I: Indirect.
See Table 21 for other abbreviarions.

Source: Survey data.

I-'
w
\0
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FIGURE 14

LOCATIONAL DISTRffiUTION OF SALES LINKAGES
AMONG SURVEYED FIRMS, 1986

GarmenlSl!lJ 5
Textilesa

Electronics. 0

10

o 100 km,

South China Sea6_:
: S "fie locations in
: ~gdong unkown

''\. •.1'\

;
/

i
(.......-.
~.

,.... Be"~' • r./ILiaoning
i --"") .1~mg ~t.,../'\r-

J

._.' .' '- Tfun!in\ .....·_·....yr.'\ 1/11 . )......._ ._ . . .-{ ~. I .Sl1aDX1. ..-.--:/ \,.L.. l.

(
" ). SJ

/ . '-'. I-..I~. !. ~.\..... ....
" '_.'_ .:f'.. I .J..... ( •" .......f....~ '-'-'~'- . \... . Shanghai

\ .Sich~-';"._. .i-._; Hanzhou)Zhejiang

rC I' "'-.c;--r-,, : /.:.j
~. t ,« {, :. AFU)'ian

\I '"I J.-' ..:./\:-'-:. (!" :g' ()
. (Gullin) J • r: Guangdong

Guang.ti/· v
. Hong Kong

GUANGXI

Source: Survey data,



141

Most metropolitan-oriented linkages are direct

linkages which contain mainly finished electronic goods.

The major transaction channels for these linkages among

surveyed firms include hotels, multi-national corporations,

and Chinese factories. 6 The spatial incidencG 0= J.inkages

associated with hotels is related to the locations of

foreign investment in hotels in major cities and tourist

areas. 7 Since this channel has a high level of foreign

participation in which the ~ransaction environment is more

fluid than fully Chinese-owned firms, surveyed manufacturers

are therefore more active in locational search for

customers. 8 Nevertheless, sales linkages associated with

multi-national corporations are concentrated in the

municipalities of Beijing and Shanghai, reflecting the

locational preference of multi-national corporations toward

the political or economic centers of a host country.9 All

the two surveyed manufacturers transacting in this channel

are the Hong Kong subsidaries of the respective multi

national corporations. 10- The incidence of these linkages

therefore represents the business decision of their parent

firms overseas rather than those of surveyed manufacturers.

In addition, the concentration of direct sales linkages

associated with Chinese factories in the two municipalities

can be attributed to their economic dominance in china, as

these locations present more market opportunities to

surveyed manufacturers than others.
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Input Linkages

In comparison to sales linkages, the input linkage

system of Hong Kong in China is relatively well-developed.

In 1986, more than 25 percent of surveyed manufacturers had

part of their materials input from China and among which

some 35 percent, mostly in the garments and textiles

industries, ha~ China as their major supplier. 11 The

materials input from China conta~n primarily cotton, wool,

silk, cotton yarn, various types of general fabrics, and

electrical and electronic components. 12 Low-cost is the

major factor underlying the incidence of most Hong Kong's

input linkages in China (Table 25).

Table 24 shows that approximately 84 percent of the

input linkages are indirect linkages. The indirectness in

linkage contacts is in part due to China's control on

commodity export through a system of Hong Kong trading

fin~s associated with several designated trading

corporations,13 and to the small and instantaneous

purchasin~ characteristics of most Hong Kong manufacturers.

Small inpu't volume disables direct purchase from China

because those designated channels usually have minimum

purchasing requirements for direct transactions. 14 The

instantaneous nature of purchase also forbids direct

purchase from China because of the lead time required for

transactional and transportation arrangements. Delivery



TABLE 24

THE CONTACT STRUCTURE OF HONG KONG'S INPUT LINKAGE SYSTEM,
BY COUNTRIES OF TRADE AND BY CHANNELS OF TRANSACTIONS

(unit: number of firms)

Industries segments
Places/
Channels G T E L ME MN SE SN Total
CHINA-DIRECT

Trade corporation 2 [3] - 1 [1] -[1] 3 [3] - - - 3 [4]
Government Dept. 1 [2] - - 1[1] - [1] - - - 1 [2}
Factory 3 [4] - [1] - [:)] 1[1] 2 [5] - - [1] - [1] 3 [8]

CHINA-INDIRECT

China Resources
Company - [1] 1 [3] - 1[3] - - - [1] - 1 [4]

UK Trade Company 7[27] 11.[24] 4[15] 4[8] 9[27] 2[8] 3[12] 4[11] 22[66]
Others'" 2 [3] - - - 1 [1] - 1 [1] - [1] 2 [3]

FOREIGN-DIRECT

Trade Firm 7 - 4 2 9 - - - 11
Factory 7 4 17 4: 14 - 7 3 28
Counterpart** - - 4 _. 1 - 2 1 4
Headquarter - - 3 - 2 - - 1 3

FOREIGN-INDIRECT

lIIK Trade Company 26 12 25 2 19 5 20 17 63
HK Factory 1 - - - - - 1 - 1 ....
Retails 2 1 - - .. - - 3 3 ~

w

•



TABLE 24. (continued) THE CONTACT STRUCTURE OF HONG KONG'S INPUT LINKAGE
SYSTEM, BY COUNTRIES OF TRADE AND BY CHANNELS OF TP~NSACTIONS

Industries Segments
Placesl
Channels G T E L ME MN SE SN Total
HONG KONG

Factory 16 5 11 1 16 4 6 5 32
HK Trade Company - - 1 - 1 - - - 1
counterpart** 34 19 1 - 7 2 5 40 54

Tests:
No siginficant difference at 0.05 level in direct and indirect contacts among the

three studied industries and different segments.

Notes:
The contact structure is based on the key immediate link of surveyed firms. The

contact structure for China also includes all first (key and first non-key)
immediate links as shown in brackets.

* includes parent firms and street retails.
** refers to the counterparts sUbcontracting to l;urveyed firms.
UK: Hong Kong.
See also Table 21 for other abbreviations.

Source: Survey data.

....
~
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problems and the difficulties to examine or select materials

at a distance further deter Hong Kong manufacturers from

acquiring materials directly from China.

Of the studied industries and segments, firms in

the garments industry and in the large and medium export

segments exhibit a higher propensity to purchase materials

directly from China. The higher propensity of garment

firms to purchase directly from China is mainly due to the

availability of nearby supply sources in Guangdong, as

locational proximity enables direct plant-to-plant

transactional arrangements. Large firms also have a higher

propensity to input directly from China because of their

large input requirements.

Nevertheless, the quality of Chinese materials is the

most important factor hindering the development of Hong

Kong's input linkage system in China (Table 25). The effect

of poor material quality on the incidence of input linkages

is especially evident among firms in the export segments and

in the electronics and garments industries. The majority

of China's electronic components and garment materials do

not satisfy the production requirements of Hong Kong

manufacturers for export. In the electronics industry for

example, the majority of Hong Kong's major overseas markets

have various safety standards for electrical and electronic

products with which most of Chinese components fail to

comply. The inability of China's textiles industry to
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TABLE 25

FACTORS AFFECTING THE DEVELOPMENT OF HONG KONG'S
INPUT LINKAGE SYSTEM IN CHINA

(unit: number of firms)

Factors
[Firms with
linkages}
Low Cost

Industries

GTE

19 19 10

Segments

L ME MN SE SN Total

8 22 5 7 6 4~

Good Quality

only source

Others

3

4

9

1

1

2

2

1

1

3

3

3

10

1

1

2

1

6

6

12

[Firms without
linkages]
Poor Quality 31 7 35 4 29 5 18 17 73

No Needs
Subcontracting

Nature
Small in Demand

Not Know of

29 21

29 20

17 9

8

5
3

5

5

5

6

4

4

3

7 42

6 39
1 3

4 18

58

54
4

31

Unavailable

Business Practice

7

5

5 18

2 1

2

o

5

4

2 13

o 3

8

1

30

8

Linkage Inertia

Others

4

4

3

1

1

1

2

2

1 3

1 1

7

5

Notes:
Based on the most important factor given by the surveyed

firms.
Not know of: not know of China's supply information.
Business practice: difference in business practice between

Hong Kong and China.
See Table 21 for a description of abbreviations.

Source: Survey data.
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supply quality fabrics further restrains the extent of input

interaction. In fact, China is a net importer in man-made

fiber and special textile fabrics in its trading relation

ship with Hong Kong. 15 Moreover, for those firms operating

as local subcontractors in Hong Kong's industrial system,

their production materials are usually provided by their

contractors; hence they have no direct concern regarding the

input of materials from China.

The input linkage system of Hong Kong in china, as

Table 26 and Figure 15 show, -exhibits three discernible

locational patterns: a concentration in the changjiang Delta

(Shanghai, southern Jiangsu, and northern Zhejiang), a

dispersed pattern involving the major cities in other

provinces, and a regional orientation in Guangdong.

Linkages concentrated in the Changjiang Delta and dispersed

in other provinces contain bo~h raw materials and semi-

manufactures. Except for large firms, most of these non

Guangdong linkages are indirect linkages in which the

majority of surveyed manufacturers do not have specific

concern regarding the locational origins of their materials

in China. Most of them concern mainly the suitabi~ity of

materials with respect to customer specifications and the

adequacy of supply, while leaving the sourcing of materials

to Hong Kong trading firms. The locational patterns

therefore reflect mainly the spatial organization of the

procurement and distribution networks of those designated



TABLE 26

LOCATIONAL INCIDENCE OF INPUT LINKAGES AMONG
SURVEYED FIRMS IN CHINA, 1986

(unit: number of links)

Industries Segments . Contacts

Locations ... T E L ME MN SE SN D I Totalu

Guangdong 8 3 4 3 10 1 1 - 9 4 15

Non-Delta 1 - - - 1 - - - 1 - 1
Delta 4 1 2 2 5 - - - 5 1 7

SEZs & Guangzhou 4 1 2 2 5 - - - 5 1 7
ot.her' cities
Counties

SEZs & Guangzhou 5 1 2 2 6 - - - 6 1 8
Other Areas

cities 5 1 2 2 6 - - - 6 1 B
Counties

Municipalities
& East China 17 12 10 11 16 4 4 4 10 23 39

Other Provinces 7 10 4 4 6 5 4 2 2 16 21

Unreported 20 15 10 6 19 3 9 8 2 41 45

....
~

00



TABLE 26. (Continued) LOCATIONAL INCIDENCE OF INPUT
LINKAGES AMONG SURVEYED FIRMS IN CHINA, 1986

Test:
Significant difference at 0.05 level in Guangdong versus non-Guangdong

input linkage incidence between the large segment and the other four
segments combined (Chi-square=4.968, .df=l).

Notes:
See Table 23 for notes, abbreviations, and locational descriptions.

Source: Survey data.

I-'
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FIGURE 15

LOCATIONAL DISTRIBUTioN OF INPUT LINKAGES
AMONG SURVEYED FIRMS IN CHINA, 1986
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export channels, which in turn highlight the dominance

of shanghai and other major cities in East China in the

production and distribution of textile and garment

manufactures. In 1986, Shanghai, wuxi, Suzhou, Changzhou,

and Hangzhou accounted for 15.9 and 10.4 percent of the

overall national GVIO in the textiles and garments

industries, respectively.16 Shanghai is also one of the

major manufacturing centers in China producing a variety of

textile dyeing chemicals and electronic components, and

shares for more than one-tenth of the overall national GVIO.

In addition, this region is one of the major silk producing

areas in China, accounting for more than 20 percent of total

national output in mulberry silk. 17

Of the few firms that have particular locational

behavior for sourcing their materials in China, the specific

input requirements of a firm and the proximity to Hong Kong

are the two major factors affecting the spatial incidence of

input linkages. The specific input requirements of a firm

contribute in part to the incidence of linkages in remote

regions, with a large garment firm purchasing directly from

Urumuqi in Xinjiang because of the availability of a

specific kind of wool and a medium-sized textile firm

inputing from Shaanxi because of the specific quality

requirements of that firm, respectively. Locational

proximity to Hong Kong, on the other hand, is the major

factor determining the incidence of input linkages in
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Guangdong, primarily from Guangzhou and Shenzhen, as it

enables easier communication between Hong Kong firms and

their Chinese suppliers and permits punctual delivery of

materials.

Subcontracting Linkages

During 1981 to 1986, the proportion of surveyed

manufacturers subcontracting to China increased from 4.5 to

16.1 percent. The majority of firms subcontracting to China

have approximat~ly ~ne-third of their outputs accounted for

by their Chinese subcontractors. 18. As Table 27 shows, the

types of work subcontracted to China include the making of

completed garments, production of knitpieces, and the

assembling of electronic products. Low labor cost is the

primary reason underlying the incidence of Hong Kong's

subcontracting linkages in China (Table 29).

Unlike sales and input linkages, the majority of

subcontracting linkages are direct linkages. with respect

to the subcontracting channels described in page 125,

Table 28 shows that the numbers of surveyed firms putting

out to affiliated Chinese factories, unaffiliated Chinese

factories, and factories with Hong Kong participation are

eleven, twenty-seven, and sixteen, respectively.19 The

~ominance of unaffiliated factories and factories with Hong

Kong participation in the structure of contacts indicates



TABLE 27

TYPES OF SUBCONTRACTING WORK DONE
IN' CHINA. AMONG SURVEYED FIP.MS

(unit: number of firms)

153

Types of.
Subcontracting
Work
[Garments]

Complete products, garments
Complete products, bags and gloves
Sewing, parts of garments
Unreported

[Textiles]

Production of knitpieces
Complete products, knitwears
Others

[Electronics]

Number
of Firm

13
6
1
1

5
3
3

Product assembly, certain processes 11
Product assembly, ecmp~€~€ products 6
Components making, complete products 1
Others 4

Note:
Based on the dominant type of put out work
in the key or first non-key immediate link
of surveyed firms.

Source: Survey data.



TABLE 28

THE CONTACT STRUCTURE OF HONG KONG'S SUBCONTRACTING LINKAGE SYSTEM,
BY PLACES OF SUBCONTRACTING AND BY CHANNELS OF TRANSACTIONS

(unit~ number of firms)

Indu'stries Segments
Places/
Channels G T E L ME MN SE SN Total
CHINA-DIRECT

Fty.-HK participated - [1] 2[2] 4 [6] - 3 [4] - 1[3] 2[2] 6 [9]
Fty.-Affiliated 5 [5] - 2 [2] 4[4] 1 [1] - - 2[2] 7 [7]
Fty.-Unaffiliated 11[11] 5[5] 11[11] 4[4] 11[11] - 5[5] 7[7] 27[27]

CHINA-INDIRECT

Fty.-HK participated ! - [1] 3[4] 1 [2] - 2 [4] - 2[3] - 4 [7]
Fty.-Affiliated 2 [3] - 1 [1] -[1] 3 [3] - - - 3 [4]

,
HONG KONG-DIRECT

Factory 47 16 14 5 41 7 13 11 77
Household 32 - 15 1 14 - 13 19 47

FOREIGN-DIRECT

Factory - - 1 1 - - - - 1

Test:
Significant difference at 0.05 level in channels of contact between garments and

the other two industries together for all first (key and first non-key) immediate
links, direct and indirect contacts combined (Chi square=10.02, df=2).

....
UI
,/:>0



TABLE 28. (continued) THE CONTACT STRUCTURE OF HONG
KONG'S SUBCONTRACTING LINKAGE SYSTEM, BY PLACES OF

SUBCONTRACTING AND BY CHANNELS OF TRANSACTIONS

Notes:
The contact structure is based on the key immediate link of surveyed firms.

The contact structure for China also includes all first (key and first
non-key) immediate links as shown in brackets.

See note 19, chapter VI, for the classification of subcontracting factories
in China.

Fty.: Factory; see Table 21 for other abbreviations.

Source: Survey data.

I-'
U1
U1
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that the transaction structure for subcontracting

interaction between Hong Kong and China is a decentralized

one, reflecting the receptiveness and flexibility of China

toward subcontracting and the initiatives of Hong Kong

manufacturers in undertaking these opportunities. The

proportion of subcontracting linkages originally initiated

by surveyed manufacturers is 86 percent. A decentralized

transaction structure and the directness in contacts are

essential because they enable Hong Kong manufacturers to

maintain their competitiveness in overseas markets with

respect to two of their major export requirements: stable

quality and timely delivery. As Table 29 shows, besides

those factors relating tc the or~ratlonal constraints of

surveyed manufacturers, the production quality of Chinese

subcontractors and the difficulties in transportation are

the two major factors affecting the incidence of Hong Kong's

subcontracting linkages in China. The difficulty in

production supervision over long distances further imposes

an additional constraint for Hong Kong manufacturers to

subcontract to China. There are no significant differences,

however, among the three studied industries with respect to

these subcontracting constraints in China, but small non

export firms are strongly confined by their role as local

subcontractors in Hong Kong's industrial system.

With respect to the channel association among the

three studied industries, garment firms have a higher



TABLE 29

FACTORS AFFECTING THE DEVELOPMENT OF HONG KONG'S
SUBCONTRACTING LINKAGES IN CHINA

(unit: number of firms)

Industries SegmentE:

Factors G T E L ME MN SE SN Total
[Firms with
linkages]
Low Cost 16 6 18 7 15 - 10 8 40

Others 3 3 3 1 4 - 1 3 9

[Firms without
linkages]
No Subcontracting Needs 25 14 19 - 11 2 15 30 58

Adequate Capacity 18 10 15 - 7 1 11 24 43
Too Small Amount 7 4 4 - 4 1 4 6 15

Operational Constraints 23 20 13 1 7 4 7 37 56

SUbcontracting Nature 9 16 8 - - 2 1 30 33
Difficult to Monitor 14 4 5 1 7 2 6 7 23

Quality Problem 19 6 7 5 1 r, 3 2 4 32:.--~

Poor Quality 15 4 2 3 12 2 1 3 21
Inadequate Labor Skill 4 2 5 2 6 1 1 1 11

t-'
U1
-.J



TABLE 29. (Continued) FACTORS AFFECTING THE DEVELOPMENT
HONG KONG'S SUBCONTRACTING LINKAGES IN CHINA

Industries Segments

Factors G T E L ME MN SE SN Total
Transportation Problem 10 3 3 - 7 1 J 5 16

Long Distance 8 3 3 - 6 1 J 4 14
Production Urgency 2 - - - 1 - _. 1 2

Business Practice 8 - 3 - 4 1 4, 2 11

Uneconomical 4 4 3 - 2 3 4, 2 11

Linkag~ Inertia 2 5 - 1 3 - l. 2 7

Inadequate
Information - 3 4 - 2 - 2 3 7

others 9 5 ., 2 5 4 6 4 21

Notes:
Based on the most important factor given by the surveyed firms:.
Difficult to monitor: difficulties to monitor a number of subcontractors

over long distances in China.
Business practice: differences in business practice between Hong Kong

and China.
See Table 21 for a description of abbreviations.

Source: Survey data. I-'
U1
OJ
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propensity to subcontract to affiliated Chinese factories

whereas textile and electronic firms are more inclined to

associate with unaffiliated factories. The difference

in channel association reflects the effects of the

International Multi-Fiber Agreement (MFA) on production

organization and relationships in subcontracting between

Hong Kong and China. The primary purpose of the MFA is to

regulate the world trade in garment and textile manufactures

between exporting and importing countries. 20 Under the

agreement, every garment or textile exporting country is

given a certain amount of export quotas by importing

countries. The government of an exporting country then

allocates the quotas to individual garment or textile firms

engaged in export. In addition, some bilateral MFAs such

as that of between Hong Kong and the United states requires

that prcdu~ts usi.ng a countr.l's quotas for export need to be

manufactured entirely within the border of that country (the

rule of origin). Therefore, Hong Kong manufacturers using

China's quotas have to subcontract the entire product

(product SUbcontracting) to China. 21 As Table 30 Shows,

most Chinese factories affiliated with designated trading

organizations are engaged in product SUbcontracting,

reflecting their greater availability of export quotas and

the intention of Hong Kong manufacturers to use low-cost

export quotas in China.

Given the quality and delivery requirements in export,
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TABLE 30

THE EXTENT OF PRODUCT SUBCONTRACTING IN HONG KONG
AND CHINA'S SUBCONTRACTING LINKAGE SYSTEMS

(unit: percentage of firm subcontracting to China)

Subcontracting counterparts

China Hong Kong Hong Kong'
Factories Factories Households

[By Industry]
Garments
Textiles
Electronics

[By Segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

[By Channel]
Fty.-Affiliated
Fty.-Unaffiliated
Fty.-HK participated

[By Contact]
Direct
Indirect

Total

90.5(21)
27.3(11)
36.4(22)

100.0 (9)
43.5(23)

45.5(11)
54.5(11)

90.8(11)
63.0(27)
18.8(16)

6005(43)
36.4(11)

55.6(54)

37.0(46)
43.8(16)

6.7 (15)

40.0 (5)
24.4(41)
57.1 (7)
28.6(14)
50.0(10)

32.5(77)

11.8(34)
(4)
(8)

100.0 (2)
7.1(14)

- (13)
11.1(18)

8.7(46)

Tests:
Significant difference at the 0.05 level in the extent
of product SUbcontracting between China (factory) and Hong
Kong (factory) subcontracting linkage systems (Chi square=
4.54, df=l); and among the three studied industries
(Chi-square=17.21, df=2), various segments (large, medium
export, and small export and non-export combined. Chi
square=8.83, df=2), and the three SUbcontracting channels
(Chi square=14.95, df=2 for all cases).

Notes:
Based on all first (key and first non-key) immediate links.
Figures within parentheses are the corresponding total

number of firms included in the calculation.
HK: Hong Kong, Fty.: Factc~r.

Source: Survey data.
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Hong Kong manufacturers confine most of their subcontracting

linkages to the Pearl River Delta. Table 31 and Figure 16

show that, of the ninty subcontracting linkages with

locational information, at least sixty-three (70 percent)

are located in the Pearl River Delta. The concentration of

subcontracting linkages in the delta area not only reflects

the importance of locational proximity in production

supervision and control, but also manifests the significance

of social and kinship ties on the establishment and spatial

distributio~ of these linkages with respect to the two

export requirements. As Table 32 shows, Hong Kong

manufacturers tend to subcontract to those locations where

they have social and kinship connections. These locations

include the hometowns of associated Hong Kong manufacturers.

the places where associated Hong Kong manufacturers have

friends or relatives, and those locations that have

investment from or connections with Hong Kong firmso 22 The

establishment of linkages based on formal business contacts

without any social and kinship connections is uncommon.

The effect of social and kinship ties on the incidence of

subcontracting linkages outside Guangdong is similarly

significant.

The usual embodiment of social and kinship ties in

a subcontracting relation is mainly due to the intention

of Hong Kong manufacturers to maintain a cooperative

environment for production supervision with respect to the



TABLE 31

LOCATIONAL INCIDENCE OF SUBCONTRACTING LINKAGES
AMONG SURVEYED FIRMS IN CHINA, 1986

(unit: number of links)

Industries Segments Channels Contacts

Locations G T E L ME MN SE SN CA CU HP D I Total
Guangdongr 24 18 30 9 32 - 19 12 8 20 15 56 16 72

Non-Delta 2 3 1 1 2 - 3 - 2 - 1 3 3 6
Delta 20 15 28 7 28 - 16 12 5 19 13 51 12 63

SEZs &
Guangzhou 6 3 14 3 12 - 4 4 2 8 6 19 4 23
Other cities 6 2 4 2 5 - 3 2 - 1 - 11 1 12
Counties 8 10 10 2 11 - 9 6 3 10 7 21 7 28

SEZs &
Guangzhou 8 4 14 4 13 - 5 4 4 8 6 20 6 26
Other Areas 14 14 15 4 17 - 14 8 3 11 8 34 9 43

cities 14 8 19 6 19 - 10 6 4 9 7 33 8 41
Counties 8 10 10 2 11 - 9 6 3 10 7 21 7 28

Municipaliti~!s

& East China 9 - 1 6 3 - - 1 2 5 - 8 2 10

Other Provinces 4 3 1 3 3 - 2 - 1 1 - 6 2 8

Unreported - 1 1 - 2 - - - - 1 1 1 1 2 .....
0\
t\)



TABLE 31. (Continued) LOCATIONAL INCIDENCE OF SUBCONTRACTING
LINKAGES AMONG SURVEYED" FIRMS IN CHINA, 1986

Tests:
Significant difference at 0.05 level in Guangdong versus non-Guangdong

sUbcontracting linkage incidence among industries and segments (large,
medium, and small export and non-export combined. Chi square=9.51 and
13.20, respectively, df=2 for both cases).

Notes:
Except for linkage incidence by channels which is based on the first (key

or first non-key) immediate link of surveyed firms, other tabulations
are based on all (key, first non-key, and sUbsidiary) immediate links.

CA: Factories affiliated with Chinese foreign trading corporations.
CU: Factories unaffiliated with Chinese foreign trading corporations.
HP: Factories with Hong Kong participation.
See Table 23 for other notes, abbreviations, and locational descriptions.

Source: Survey data.

....
0\
w
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FIGURE 16

LOCATIONAL DISTRIBUTION OF SUBCONTRACfING
LINKAGES AMONG SURVEYED FIRMS, 1986
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TABLE 32

SOURCES OF LOCATIONAL INFORMATION AFFECTING THE SPATIAL
INCIDENCE OF HONG KONG'S SUBCONTRACTING LINKAGES IN CHINA

(unit: number of firms)

Pearl Other shanghai:
Information River Guang- Fujian & Other
Source Delta dong Zhejiang China Total
Hometown 4 1 4 9

Friends s
Relatives 15 1 16

Trade
Information 6 1 1 8

. Counterpart
Contact 2 2

Indirect via
other Hong Kong 7 7
Firms

Note:
Based on the first (key or first non-key) immediate link of
surveyed firms.

Source: Survey data.
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quality and delivery requirements in export. The lack of

cooperation is one of the major factors underlying the

failure of relationships between surveyed manufacturers and

their associated Chinese subcontractors. A typical example

is a textile firm which previously had a subcontracting

linkage producing woven fabrics in Dongguan. Owing to

the lack of social connections in the subcontracting

relationship, the firm failed to obtain cooperation from

the Chinese side in increasing labor productivity and

production con~rol. The relationship eventually failed as

the associated Hong Kong firm suffered continued financial

losses. It should be indicated that, however, the

embodiment of social and kinship ties does not adequately

guarantee the success of subcontracting relationships.

A successful subcontracting relationship will also require

a mutual understanding of the operational constraints

between the two associated parties. An example is a handbag

manufacturer which was engaged in a three-year subcontrac

ting relationship with a Chinese firm in Huangbu district,

Guangzhou. The relationship was established based on social

and kinship connections but neither the associated Hong Kong

nor the Chinese firm had an adequate understanding of the

operational constraints of the other. The relationship

failed in less than a year's time as the two sides disagreed

on the changes in SUbcontracting arrangements due to the

adjustment of the Hong Kong firm in respect of the demand
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fluctuation in its overseas market.

Within the Pearl River Delta, garment subcontracting

linkages are concentrated in the areas of Guangzhou and

Foshan, whereas textile linkages are clustered in the areas

of Dongguan and Huizhou and electronic linkages in Shenzhen,

respectively.. The concentration of garment subcontracting

linkages in Guangzhou and Foshan can be attributed to the

relative specialization of these two areas in the garments

industry. In 1986, the cities of Guangzhou and Foshan,

including the counties they administer, accounted for 48.0

percent of the GVIO of Guangdong's garment industry.23 The

concentration of textile sUbcontracting linkages in the

areas of Dongguan and Huizhou, on the other hand~ is

attributed more to the low value-to-weight ratio of related

production materials and the processing nature of these

linkages. Most of the textile subcontracting linkages

involve the production of knitpieces in which the materials

are shipped back to Hong Kong for further processing.

Locational proximity therefore allows saving in transpor

tation cost in the relative lack of textile SUbcontracting

opportunities in the more nearby location of Shenzhen.

Shenzhen is purposefully developed as a manufacturing center

mainly for the electronics industry.24 In 1986, Shenzhen's

electronics industry accounted for 46.5 percent of the

city's GVIO and 45.S percent of Guangdong's GVIO in that

industry, respectively.25
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The distribution of subcontracting linkages in the

delta area is further affected by the distance of individual

locales from Hong Kong. The number of subcontracting

linkages decreases as the distance from Hong Kong increases.

The significance of distance on the incidence of subcontrac

ting linkages can be attriD~ted in part to the increase in

transportation cost as distance increases, and to the

increase in difficulty in delivering products punctually

because of the underdeveloped' transportation system in the

delta area. The effect of the distance from Hong Kong on

the number of subcontracting linkage incidence can be

exemplified by the following regression equation:

Y = 8.226 - 0.027 X
(R=0.S23, P<O.OS)

where Y number of subcontracting linkages
in a city or county location

X : road distance of the corresponding
location from Hong Kong

since social and kinship ties, the specialization of

individual locales in certain industries, and the distance

from Hong Kong are the major factors governing the spatial

distribution of Hong Kong's subcontracting linkages in the

Pearl River Delta; the effect of the city hierarchy of the

delta area on the locational incidence of SUbcontracting

linkages, is slight. Approximately 60 to 80 percent of Hong

Kong's SUbcontracting linkages in Guangdong province are
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located in towns and villages. 26 The concentration of Hong

Kong's subcontracting linkages in towns and villages, as

some of the surveyed manufacturers indicated, is also partly

attributed to the lower operational costs and simpler

administrative requirements of these locales than their city

counterparts. 27 The structure of the settlement system in

the delta area, which is composed of numerous towns of small

population size, further attributes to the dominance of

towns and villages in subcontracting interaction between

Hong Kong and the Pearl River Delta. 28 In addition, the

effect of the city hierarchy of the delta area on the

temporal incidence of subcontracting linkages is also small.

As Table 33 shows, there is no difference between city and

county locations in the mean year of subcontracting linkage

incidence, although locations at or below the county level

have a larger increase of subcontracting linkages since 1982

in comparison to their city counterparts.

In sum, unlike the sales and input linkage Eystems,

most Hong Kong manufacturers have specific locational

preference in subcontracting to China, but their spatial

choices are limited by the extent of their social and

kinship ties and by the present locations of their

subcontractors. Nevertheless, the intervention of the

state through imposing specific transaction channels for

subcontracting is minimal. The sectoral and organizational

characteristics of a firm have more effect on influencing
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TABLE 33

THE DIFFERENCES IN TEMPORAL INCIDENCE OF HONG
KONG'S SUBCONTRACTING LINKAGES IN GUANGDONG:

CITY AND COUNTY LOCATIONS

Temporal Incidence
Number

Regions Earliest Mean Median of Cases
Pearl River
Delta

cities 1979 1982 1982 19
Counties 1961 1982 1983 21

Other Guangdong

cities 1983 1985 1986 3
Counties 1984 1984 1984 1

Note:
Based on the first (key or first non-key) link of surveyed
firms.

Source: Survey data.



171

the location of subcontracting linkages, as evidenced by

the presence of significant differences among different

industries or segments rather than transaction channels in

the incidence of distant (non-Guangdong) linkages (Table 31).

THE SPATIAL CHANGES OF HONG KONG'S INDUSTRIAL LINKAGE
SYSTEMS IN CHINA

with respect to the locational evolution of the three

linkage systems, sales and input linkages displayed a

gradual tendency of'~patial dispersal during 1981 to 1986,

while subcontracting linkages were increasingly concentrated

in the Pearl River Delta. Table 34 shows that the propor-

tions of linkages located outside the three municipalities

and the provinces of Guangdong, Jiangsu, and Zhejiang

increased from 0 to 17 percent for sales and from 24 to 28

percent for input in that period, respectively. Except for

Guangdong which enjoyed a threefold increase in the number

of subcontracting linkages, ,the majority of provinces

suffered slow growth in subcontracting activities from Hong

Kong. As a result, the proportion of Hong Kong's

subcontracting linkages in China located in Guangdong

increased from 67 percent in 1981 to 78 percent in 1986.

Besides the increase in provincial autonomy in foreign

trade, the gradual spatial dispersal of the sales and input

linkage systems is partly due to the increase in initiatives

among surveyed manufacturers in selling to or purchasing
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TABLE 34

GEOGRAPHIC DISTRIBUTION OF HONG KONG'S SALES, INPUT,
AND SUBCONTRACTING LINKAGES IN CHINA, 1981 AND 1986

(unit: number of links)

Subcon-
Sales Input tracting

Locations 1981 1986 1981 1986 1981 1986
Guangdong 7 26 9 15 18 72

Non-Delta 2 2 0 1 2 6
Delta 1 14 5 7 16 63

SEZs & Guangzhou 1 13 5 7 8 23
Other cities 0 0 0 0 3 12
Counties 0 1 0 0 5 28

SEZs & Guangzhou 2 14 5 8 8 26
Other Areas 1 2 0 0 10 43

Cities 3 15 5 8 13 41
Counties 0 1 0 0 5 28

Municipalities
& East China 3 13 25 39 5 10

other Provinces 0 6 11 21 4 10

Total 10 45 45 75 27 92

Unreported 27 45

Notes:
Based on all (key, first non-key, and sUbsidiary) immediate

links of surveyed firms.
Subrows may not add up to their respective row totals

because of the lack of specific locational responses by
some respondents.

See Table 23 for locational descriptions.

Source: Survey data.
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from China. Without exceptions, all of the six sales

linkages located outside Guangdong, Jiangsu, Zhejiang, and

the three municipalities are initiated by the respective

surveyed manufacturers. The specific sourcing behavior of

a number of surveyed firms, in addition to the increase in

Chinese trade fairs in China and Hong Kong, similarly

contributes to the increase in input linkages in several

inland and intermediate provinces. 29 Nevertheless, the

continued concentration of subcontracting linkages in the

Pearl River Delta reflects the primary and irreplaceable

importance of social and kinship ties and locational

proximity in the location of subcontracting activities in

respect to the quality and delivery requirements of Hong

Kong's exports.

SUMMARY

Given the segmentation structure of the three studied

industri~s and the transaction structures for industrial

interaction between Hong Kong and China, this chapter has

examined the contact characteristics and the factors

affecting the spatial incidence of Hong Kong's sales, input,

and subcontracting linkages in China. with respect to

contact characteristics, the majority of sales and input

linkages are indirect linkages, whereas most contacts in

subcontracting are direct. The major factor affecting the
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development of sales linkages is the lack of purchasing

power due to lower levels of economic development and the

control of import in China. The primary factors governing

the interaction in input and subcontracting, however, are

the quality of Chinese materials and the production quality

of Chinese subcontractors, respectively.

In respect to the spatial patterns of the three

studied linkage systems in China, most of the garment and

textile sales linkages are located in the Pearl River Delta

because of the greater availability of foreign exchange and

the concentration of Hong Kong's investment and subcontrac

ting activities in the area. Electronic sales linkages, on

the other hand, are clustered in Beijing and shanghai as a

result of the concentration of foreign investment in hotels,

the locational preference of multi-national corporations,

and the larger market potential in industrial and consumer

goods in these two municipalities. The municipality of

Shanghai, in conjunction with the provinces of Jiangsu and

Zhejiang, is also a major area sUPP1~ing semi-manufactures

and raw materials to Hong Kong because of its relatively

advanced level of industrial development and the

availability of silk. Except for a few linkages in remote

provinces and those in Guangdong, the locational pattern of

input linkages mainly reflects the spatial organization of

China's material procurement and distribution networks.

Nevertheless, the province of Guangdong, especially the
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Pearl River Delta, is the area of concentration of Hong

Kong's subcontracting activities, as social and locational

proximity enable Hong Kong manufacturers to maintain control

over output quality and delivery schedul~)s.



CHAPTER VII

HONG KONG-CHINA INDUSTRIAL INTERACTION:
LINKAGE TRANSMISSION AND IMPACTS

The geographical patterns revealed in the previous

chapter represent the spatial spheres of influence of Hong

Kong's industrial system in China with respect to sales,

input, and subcontracting. This chapter will focus on the

structural characteristics of these industrial linkage

systems. The first section will describe several indexes

used in this study in examining the structural character

istics of industrial linkages in respect of diversity and

stability. The nature of industrial interaction between

Hong Kong and China and the associated economic impacts on

both areas are then depicted through a combined analysis of

micro- and macro-level data. This chapter gives special

emphasis to Hong Kong's subcontracting linkage system in

China, especially in the Pearl River Delta, as it bears

important implications for long-term development in the

region.

STRUCTURAL CHARACTERISTICS OF INDUSTRIAL LINKAGE SYSTEMS:
LINKAGE DIVERSITY AND STABILITY MEASURES

This stUdy constructs three indexes for examining

the characteristics and impacts of industrial interaction

between Hong Kong and China with respect to the survey data.

These three indexes measure the diversity, the stability in
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connections, and the stability in impulse transmission of

an industrial linkage system. The diversity of a linkage

system, measured as the average number of transaction

counterparts possessed by a firm in the system, reflects the

complexity of a transaction structure. A low diversity

index indicates a confined transaction structure, whereas a

high value represents a complex transaction network.

The second index relates to the stability in linkage

connections. Stability in linkage connections refers to

the lack of change in the composition of a firm's key

transaction counterparts, which is measured in this study as

the presence or absence of such changes during the period

1981 to 1986. 1 The selection of the period 1981 to 1986 was

based on the recognition that industrial interaction between

Hong Kong and China has become increasingly extensive since

1981, and on the consideration of the ability of respondents

in recalling such changes for a longer time period in a

reliable manner.

Unlike linkage diversity and stability in linkage

connections, the measurement of stability in impulse

transmission has several empirical difficulties. Experiences

from the two pilot surveys indicated that a detailed

portrayal of the frequency and magnitude of the transactions

of a firm in ~ certain perJod during a single interview is

difficult. The difficulties are attributed not only to the

confidentiality of the transactional information, but also
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to the difficulty in compiling the information when

'transactions are numerous. With this operational concern in

mind and given the relative and perceptive nature of the

concept, the study uses the assessments of respondents in an

eleven-point scale, with zero representing an extremely

unstable (linkage incidence is very unpredictable over a

period of time and has significant adverse impacts on the

performance of a firm) and ten an extremely stable situation

(linkage incidence is very predictable or expected so that a

firm can use its resources in an optimal manner), to measure

the stability in impulse transmission. Every assessment is

then evaluated with respect to the operational context of

the respective firm and whenever available, to the frequency

and magnitude of the transactions of the firm in the year

prior to the interview.

Since the survey data are mainly cross-sectional in

nature, the nature and impacts of industrial interaction

between Hong Kong and China will be examined through

comparative analyses with respect to th~ corresponding

linkage systems of Hong Kong in overseas countries. In

order to provide a temporal perspectIve to the analyses and

relate survey findings to macro-level patterns, the study

further employs two stability (or instability) indexes to

examine the extent of fluctuation in the export and import

of several related groups of commodities between Hong Kong

and China during 1977 to 1986 at the three-digit SITe level.



179

These two indexes are linear least-square and exponential

least-square instability index. The selection of these two

indexes over the others is due to the linear or exponential

trend of growth assumed to exist for most commodities under

examination. 2 The larger the value of these two indexes,

the greater the instability in the export or import of

respective commodities. The formu:as of these two indexes

are as follows:

Linear least-square instability index~

I = 1001t.<xt - Xt ) 2 / N / X
I

Exponential least-square instability index:

I = 100)t<l09 Xt - log Xt ) 2 / N
i

where I
Xt
,.
Xt

..
X

N

instability index
export or import value of commodity group

X at year t
least square estimate of export or import

value of commodity group X at year t
mean of export or import value of commodity

group X during the study period
number of years of the study period

THE NATURE OF INDUSTRIAL INTERACTION AND ECONOMIC IMPACTS
BETWEEN HONG KOKG AND CHINA: SALES AND INPUT LINKAGES

Sales Linkages

owing to the lack of foreign exchange, China restricts

the extent of market that can be accessed by foreign firms
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through limiting the number of transaction channels and the

number of Chinese firms with purchasing decision capability.

As Table 35 shows, the extent of diversity of Hong Kong's

direct sales linkage system in China and overseas, in terms

of the number of transaction counterparts per firm, are 3.0

~ e ~ t' I 3an~ ~.~, respec ~ve y. The majority of Hong Kong

manufacturers sel~ing directly to China usually have only

one transaction counterpart regardless of their segmental

characteristics or sales volume. 4 EXcept for those linkages

associated with hotels, the type of transaction channel and

the directness in contacts bear little relationship to the

diversity of a firm's sales linkage system. The greater

diversity associated with hotels is due to the customer

specific nature of the transaqtions (e.g. sales of computers

and subsequent services) in which direct interaction between

Hong Kong firms and their ultimate Chinese buyers is usually

needed.

China's control over import through articulating the

structure of sales transactions introduces greater market

uncertainty and instability than other developed economies

to Hong Kong manufacturers. S The proportion of surveyed

firms that had their key Chinese buyers changed during 1981

to 1986 is about 25 percent, whereas the corresponding

proportion for firms with overseas sales linkages is

approximately 16 percent. Among the five segments, firms

in the medium and small segments have more change in their



TABLE 35

SAlES LINKAGE DIVERSITY OF SURVEYED HONG KONG FIRMS,
BY COUNTRIES OF TRADE AND BY CHANNELS OF TRANSACTIONS

. (unit: number of transaction counterparts per firm)

Direct contacts, Indirect Contacts

China Foreign Hong Kong China Foreiqn
[By Industry]
Garments
Textiles
Electronics

[By segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

5'.4(28) 5.8(21) - [1.0(1) ] 4.9(36)
10.3 (9) 14.3(35) 2.0(1) [2.0(1)] 4.4 (7)

3.0(2) [1.8(5)] 2.1(16) 19.0(28) 3.0(1) [2.3(3)] 20.4 (7)

[1.0(2) ] 8.3(14) 25.5 (2) - 5.5 (4)
1.0(1) [1.0(1)] 4.5(25) - - 6.0(35)

18.0(12) - [1.0(1) ]
5.0(1) [5.0(1)] 3.5(14) - 2.5(2)[2.7(3)] 10.8(11)

l- [1.0(1) ] - 12.7(70) - [LO(l)]

[By Channel]
(CHINA)
Trade Corporation
Joint venture
Factory
Hotel
HK Trade Company
HK Factory

(FOREIGN/HONGKOHG)
Marketer
Trade Company
Factory

1.0(1) [1.0(2)]
[1.0(1) ]
[1.0(1) ]

5.0(1) [5.0(1)]

8.5(12)
5.6(29)
1.2 (6) 14.1(70)

2.0(1) [1.8(4)]
3.0(1) [3.0(1)]

I-'
CXI
I-'



TABLE 35. (Continued) SALES LINKAGE DIVERSITY OF SURVEYED HONG KONG
FIRMS, BY COUNTRIES OF TRADE AND BY CHANNELS OF TRANSACTIONS

Direct Contacts Indirect Contacts

3.0(2) [1.8(5)]

Foreiqn Honq Konq China Foreiqn
(FOREIGN/HONGKONG)
Headquarter
HK Trade Company
Retails

Average

China

1.0 (6) 1.0 (1)
14.2 (6)
11.6 (7)

5.2(53) 13.7(84) 2.5(2)[2.0(5)]

7.0(50)

7.0(50)

Tests:
Significant difference between China (all first immediate links) and overseas

(key immediate links) sales linkage diversity at 0.05 level, for both direct
(F=7.33) and direct and indirect contacts combined (F=9.73).

Significant difference between China (key immediate links) and overseas (key
immediate links) sales linkage diversity at 0.10 level, for direct and indirect
linkages combined (F=6.51).

No significant difference at 0.05 level in linkage diversity among industries,
segments, and channels in China's sales linkage sys~em.

Notes:
The diversity measure is based on key immediate link of surveyed firms.

The diversity measure for China also jLnclude all first (key and first non-key)
links as shown in brackets. See also note 3, chapter VII, for discussion.

Figures in parentheses are the corresponding number of cases included in the
calculation.

HK: Hong Kong.

Source: Survey data. ....
en
t\)
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key buyers than large firms. Firms with direct linkages·

also exhibit more changes, as they .sell mainly finished

goods which are more subject to the control of China in

import.

The volatility of China's market is further reflected

in the lack of stability in impulse transmission in the

sales linkage system. As Table 36 shows, the mean ranks of

stability in impulse transmission of Hong Kong's direct

sales linkage system in China and overseas are 4.0 and 7.1,

respectively. Although representative indexes cannot be

derived because of data limitation, survey information

indicates that the stability in impulse transmission

differs among transaction channels, with those linkages

associated with various designated trading corporations

having lower levels of stability because of the role of

those corporations in import control. The incidence of

these linkages therefore depends on the perceived needs of

various Chinese authorities in import. In comparison,

linkages involving hotels are slightly more stable in

impulse transmission than those associated with designated

trading corporations, as surveyed manufacturers or their

buyers have certain control over their sales linkages in

China. 6

The stability in impulse transmission in Hong Kong's

sales linkage system in China also differs among various

types of commodities. Sales linkages containing semi-



TABLE 36

STABILITY IN IMPULSE: TRANSI-IISSION OF HONG KONG'S SALES LINKAGE
SYSTEM, BY COUNTRlli:S OF TRADE AND BY CHANNELS OF TRANSACTIONS

(unit: mean rank)

Dire(~t Contacts Indirect Contacts

[By Industry]
Garments
Textiles
Electronics

[By Segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

China Foreign Hong Kong China Foreign

[4.0(1)] 7.2(39) 4.3(36) 2.0(1)'[2.0(1)] 6.1(45)
6.0 (9) 4.7(38) 4.5(2) [4.0(3)] 5.3 (6)

4.0(3) [3.8(4)] 7.5(19) 6.1(28) 6.0(1)[5.5(2)] 6.3 (8)

[4.0(1)] 7.4(18) 9.0 (1) - 6.7 (3)
2.0(1) [2.5(2)] 6.9(34) - - 6.4(36)

6.4(12)
5.0(2) [5.0(2)] 7.1(15) - 5.0(3)[5.0(4)] 5.4(19)

4.7(89) 2.0(1) [2.5(2)]

[By Channel]
(CHINA)
Trade Corporation
Joint Venture
Factory
Hotel
HK Trade Company
HK Factory

(FOREIGN/HONGKONG)
Marketer
Trade Company
Factory

2.0(1) [3.0(3~]

2.0(1) [2.0(1)]
8.0(1)[8.0(1)]*

7.4(15)
6.9(44)
7.2 (4) 5.0(77)

3.7(3) [3.8(5)]
6.0(1) [6.0(1)]

I-'
OJ
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TABLE 36. (Continued) STABILITY IN IMPULSE TRANSMISSION
OF HONG KONG'S SALES LINKAGE SYSTEM, BY COUNTRIES OF

TRADE AND BY GHANNELS OF TRANSACTIONS

Direct Contacts Indirect Contacts

Foreicm Hong Konq China Foreiqn
(FOREIGN/HONGKONG)
Parent Firm
HK Trade Company
Retails

Average

China

4.0(3) [3.8(5)]

8.5 (4) 9.0 (2)
7.3 (4)
3.8(19)

7.1 (67) 4.9 (102)

6.0(58)

4.3 (4) [4.2 (6) ] 6.0 (58)

Tests:
Significant difference at 0.05 level in the stability of impulse transmission

between China (all first immediate links) and overseas (key immediate links)
sales linkage systems; for direct and direct and indirect contacts combined
(Mann-Whitney U=70 (5.,67) and U=259 (9,121), respectively).

No significant difference at 0.05 level in the stability of impulse transmission
among industries, segments, and channels in China's sales linkage system.

Notes:
The stability measure is based on the key immediate link of surveyed firms.

The stability measure for China also includes all first (key and first non-key)
immediate links as shown in brackets.

Figures in parentheses are the corresponding number of cases included in the
calculation.

* sale of computer programming and related services •

.Source: Survey data. I-'
00
U1
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manufactures have higher levels of stability in impulse

transmission than those comprising finished goods. The

stability ranks are 6.2 for semi-manufacture and 4.9 for

finished-good linkages, respectively. The higher stability

of semi=manufacture linkages is attributed mainly to the

complementary nature of these materials to China's

industrial system, and to their association with Hong Kong's

subcontracting linkage system in China which is structurally

stable (page 201-202). The analysis of Hong Kong's exports

to China in several major groups of commodities at the

three-digit level during 1977 to 1986, as Table 37 shows,

further affirms the higher levels of stability in impulse

transmission of Hong Kong's semi-manufacture sales linkages

in China.

Economic Impacts

The instability in linkage connections and impulse

transmission indicates that the market of China, particu

larly that in finished goods, does not have similar

propulsive effect on Hong Kong's economy as those of Western

countries. The control of China in importing finished goods

affects the development of Hong Kong's economy in two ways.

First, it prevents the establishment of an interdependent

production-marketing relationship between Hong Kong firms

and their ultimate Chinese buyers. The lack of such an
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TABLE 37

STABILITY OF HONG KONG'S EXPORTS TO CHINA IN SELECTED MAJOR
TEXTILE AND ELECTRONIC COMMODITIES DURING 1977 TO 1.986

Export Average
Amount Annual

SITC 1986 Growth Log-
Code CT Commodity/Country Names (HlK$m) Rate(%) Linear Linear
[By Major Commodities]
651 1M Textile Yarn 665 35.6 23.78* 21.85
652 1M Woven Fabrics--cotton 1198 52.1 48.07* 159.47
653 1M Woven Fabrics--Man-Made Fiber 353 34.1 34.88* 148.58
654 1M Woven Fabrics--Other Fibers 159 104.8 73.22 141.63*
655 1M Knitted or Crocheted Fabrics 758 62.1 60.58* 144.87
656 1M Tulle Lace & Embroideries 128 46.3 34.53* 133.90
657 1M Special Textile Fabrics 350 41.9 25.01* 142.34
658 FG Made-up Articles 31 65.0 44.72* 138.30

751 FG Office Machin~s 21 19.0 64.70 173.23*
752 FG Data Processing Machines 39 368.8 114.60 139.74*
759 1M Parts/Components of 751 & 752 166 133.0 122.69 169.93*

761 FG Television Receivers 6 72.0 118.85 177.78*
762 FG Radio Broadcast Receivers 49 3.7 65.35 192.37*
763 FG Gramophones 5 141.6 75.55 159.52*
764 1M Telecommunication Equipment 2359 58.5 43.09* 184.96

775 FG Household Electrical Equipment 233 114.5 73.49 152.04*
776 1M Electronic Components 122 62.4 60.73* 159.41

t-J
en
-..J



TABLE 37. (continued) STABILITY OF HONG KONG'S
EXPORTS TO CHINA IN SELECTED MAJOR TEXTILE

AND ELECTRONIC COMMOITIES DURING 1977 TO 1986

Export Average
Amount Annual

1986 Growth Log-
~ommodity/countryNames (HK$m) Rate(%) Linear Linear
[By Major Trading Partners]
China 18022 45.7 36.88 28.29*
United Sta~es 64219 18.6 19.68 7.24*
West Germany 11003 10.8 10.22* 5.69
united Kingdom 9918 6.5 11.70:Jt 7.14
Japan 6212 17.7 12.36 4.66*
Canada 4880 16.6 10.37 3.67*
Australia 3376 5.4 10.44* 5.07
Singapore 2794 11.0 8.30* 4.70

Total 153983 14.8 8.14 3.66*

Notes:
Instability index with a larger R (coefficient of determination) is

indicated with an asterisk. A larger R represents that the index is
more representative than the other~

CT: commodity type, 1M: industrial materials, FG: :finished goods.

Sources: fion9-K9ng Trade statistics: Exports and Rl~-exports, 1977 to
1986, annual supplements.

I-'
(»
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interdependent relationship suppresses the initiatives of

Hong Kong firms to develop new products for China's markets;

hence reducing the opportunities to strengthen their

technological capability for long~term development. 7

Second, it exposes those manufacturers relying heavily on

China's market to greater risks. A typica~ example is a

large electronic firm in Hong Kong, which is owned by

Chinese capital, suffered large financial loss in 1985 as a

result of China!~s curtailment on import. 8 As a reSUlt,

most surveyed firms manufacturing finished goods do not

consider or rely on China's market as their major source for

long-term growth.

In fact, the major economic impacts of China's sales

linkages on Hong Kong lie in semi-manufacture export as a

result of China's production needs and the development of

Hong Kong's subcontracting and manufacturing activities in

China. The steady growth of semi-manufacture export not

only reduces the market instability caused by the sales of

finished goods, but also lessens the emploYment impact

resulted from the fluctuation in overseas demand on several

backward-linked industries such as textiles. As Figure 17

shows, the employment impact of the decline in domestic

overseas export on Hong Kong's textiles industry in 1985 was

minimal compared to the two previous downturns in 1977 and

1982. The average number of job loss per HK$ 1 million

decline in domestic overseas export at 1976 constant price
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FIGURE 17

GROWrH TRENDS OF DO~TIC EXPORTS AND
EMPLOYMENT IN HONG KONG'S GARMENTS

AND TEXTILES INDUSTRIES, 1976-1986
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Sources: Derived from Survey of Industrial Propuction, 1976 to 1986;
Hong Kong Review of Overseas Trade, 1976 to 1986; and Hong Kong
Trade Statistics: Exports and Re-exports, 1976 to 1986, annual
supplements.
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in 1985 was 0.22 for the textiles industry and 18.32 for the

garments' industry, whereas the corresponding ratios were

52.55 and 3.94 for the export decline in 1977 and 36.84 and

11.98 in 1982, respectively.9

With regard to the impacts on China's economy, the

lack of firm interdependence in Hong Kong's sales linkage

system in China reduces the opportunities for Chinese firms

to enhance their marketing know-how and strengthen their

capabilities in product development. There are no

discernible initiatives among surveyed manufacturers to

establish any joint product development relationships with

their Chinese buyers f as most of the transactions in

finished goods contain the existing product groups

originally manufactured by the associated Hong ~ong firms

for their overseas markets. In addition, the inability of

China's industrial system to maneuver the incidence of semi

manufacture linkages from within represents losses in

employment creation and foreign exchange earnings.

Geographically, the concentration of sales linkages in the

municipalities of Beijing and Shanghai and in the province

of Guangdong reinforces the dominance of these places in

China's spatial economic landscape, thereby maintaining the

existing patterns of economic disparities between the

coastal and non-coastal areas.
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Input Linkages

As with the control in import, China restricts the

export of several commodities through limiting the number of

transaction channels and the number of firms with export

authority. 10 Table 38 shows that the input linkage system

of Hong Kong in China has lower levels of diversity than its

overseas or domestic counterparts. 11 An individual Hong

Kong manufacturer usually purchases directly from no more

than three firms in China regardless of their sectoral and

segmental characteristics or the types of transaction

channels. Large firms, however, have a more "extensive input

network from overseas than medium and small-sized firms

because of their large input requirements. Electronic firms

also have a more diverse input structure locally than

garment and textile firms primarily because of the complex

input requirements in manufacturing electronic products.

Owing to the confined structure of transactions, Hong

Kong manufacturers maintain a relatively stable relationship

with their Chinese suppliers in order to benefit from the

cost advantage of Chinese materials. The purchase of silk

further increases the stability of linkage connections in

China because alternative supply sources outside China are

limited. 12 The proportions of firms that had their key

suppliers changed during 1981 to 1986 are 7 percent for Hong

Kong's input linkage system in China and 21 percent for the



TABLE 38

INPUT LINKAGE DIVERSITY OF SURVEYED HONG KONG FIRMS,
BY COUNTRIES OF TRADE AND BY CHANNELS OF TRANSACTIONS

(unit: number of transaction counterparts per firm)

[By Industry]
Garments
Textiles
Electronics

[By Segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

Direct Contacts Indirect Contacts

China Foreiqn Hong Kong China Foreign

2.0(3) [2.2(5)] 4.5(12) 3.3 (8) 4.3 (3)[1.8(16)] 4.0(15)
5.0 (2) 4.5 (4) 2.8'(10) [2.6(21)] 3.4 (5)

3.0(1) [4.0(3)] 3.5(15) 12.3 (7) 2.5 (,2) [2.1 (8)] 2.5(12)

3.0(1) [3.0(1)] 6.0 (3) - 4.5 (4)[2.3 (7)] 10.0 (1)
2.0(3) [2.7(6)] 3.5(14) 7.1 (8) 2.7 (,6) [2.6 (19) ] 3.2 (9)

4.5 (2) 10.8 (4) 1.0 (1) [1.5 (4)]
[4.0(1)] '3.8 (6) 8.0 P) 2.0 (2) [1. 7 (6)] 2.6(12)

4.5 (4) 1.5 (4) 3.5 (2)[2.0 (9)] 3.7(10)

[By Channel]
, (CHINA)
Trade corporation
Government Dept.
Factory
China Resources

Company
HK Trade Comapny

2.0(2) [2.5(2)]
3.0(1) [3.5(2)]
2.0(1) [3.0(6)]

1.0 (1) [1.0 (5)]
3.2(14) [2.4(40)]

.....
\0
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TABLE 38. (Con'tinued) INPUT LINKAGE DIVERSITY
OF SURVEYED HONG KONG FIRMS, BY COUNTRIES
OF TRADE AND BY CHANNELS OF TRANSACTIONS

Direct Contacts Indirect Contacts

China Foreign Hong Kong China Foreiqn
(FOREIGN/HONGKONG)
Trading Company 5.2 (9)
Factory 3.9(16) 7.2(18) 1. 0 (1)
Parent Firm 1.0 (3)
HK Trade Company - 1.0 (1) 3.0(30)
Retails - - 15.0 (1)

Average 2.3(4) [2.9(8)] 4.'0 (29) 6.9(19) 3.1(15)[2.2(45)] 3.3(32)

Tests:
Significant difference in linkage diversity between China (all first immediate

links) and overseas (key immediate links) input linkage systems at 0.01 level,
direct and indirect contacts combined (F=4.77).

Notes:
The diversity measure is based on the key immediate link of surveyed lcirms.

The diversity measure for China also includes all first (key and filrst non-key)
immediate links as' shown in brackets. See also note 11, chapter VII, for a
description of the measure.

Figures in parentheses are the corresponding number of cases inc:luded in the
calculation.

HK: Hong Kong.

Source: Survey data. I-'
~
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overseas counterpart. The input linkage system of Hong Kong

in china, as Table 39 shows, also exhibits a stable pattern

in impulse transmission because of their raw material and

basic semi-manufacture content. 13 These materials

constitute the basis of the entire production chain;

the stability of these inputs with respect to impulse

transmission is therefore less affected by rapid market

changes than that of finished goods. Moreover, most

surveyed firms purchasing directly from China have detailed

purchasing plans and close contacts with their Chinese

suppliers, hence increasing the overall stability of Hong

Kong's input linkage system in China.

Economic Impacts

The economic impacts of Hong Kong's input linkage

system on China are substantial as Hong Kong accounts for

more than one-quarter of China's total overseas export.

Despite the stability in connections and impulse

transmission, however, the input linkage system of Hong Kong

has limited effects on fostering rapid technological change

in China's industrial system because of the lack of

production-input interdependence between Hong Kong firms and

their ultimate Chinese buyers. The extent of cooperation

between the two areas on material research and development

is minimal, as most of the surveyed firms confine their



TABLE 39

STABILITY OF HONG KONG'S IMPORTS FROM CHINA IN SEVERAL MAJOR
TEX~rILE AND GARMENT COMMODITIES DURING 1977 TO 1986

Import Average
Amount Annual

SITC 1986 Growth Log-
Code Commodity/Country Names (HK$m) Rate(%) Linear Linear

[By Major Commodities]
651 Textile Yarn 5974 49.0 35.81 6.83*
652 Woven Fabrics--cotton 4160 28.0 21.25 6.52*
653 Woven Fabrics--Man-Made Fiber 2602 21.0 11.70* 11.46
654 Woven Fabrics--other Fibers 2745 31.6 22.50 11.17*
655 Knitted or Crocheted Fabrics 388 76.8 78.32 17.52*
656 Tulle Lace & Embroideries 161 10.4 21.18* 17.18
657 Special Textile Fabrics 178. 15.8 12.88* 13.89
658 Made-up Articles 1428 5.0 13.10* 7.49
842 outer Garments--Mens/Boys 2635 37.2 27.03 7.79*
843 outer Garrnents--Womens/Girls 3584 37.2 31.15 11.29*
844 Under Garments--Textile Fabrics 1085 24.2 17.80 7.59*
845 outer Garments Knitted/Crocheted 5824 41.2 36.69 20.94*
846 Under Garment Knitted/Crocheted 1600 29.0 23.61 12.70*
847 Clothing Accessories 549 22.2 23.47 9.77*
848 Apparel Articles others 1296 45.2 38.87 10.72*

[By Major Tradingr Partners]
China 81633 24.2 14.53 4.35*
Japan 56398 12.6 7.56* 4.73
United States 23198 10.8 9.95* 7.15
Taiwan 23977 18.2 12.93 6.16*
singa.pore 10882 0.8 17.94* 11.69
South Korea 10970 16.8 16.63 6.73*

I-'

Total 280948 14.8 7.21* 6.71
\0
0'1
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TABLE 39. (Continued) STABILITY OF HONG KONG'S
IMPORTS FROM CHINA IN SEVERAL MAJOR TEXTILE
AND GARMENT COMMODITIES DURING 1977 TO 1986

Notes:
Instability index with a larger R (coefficient of determination) is

indicated with an asterisk. A larger R represents that the index is
more representative than the other.

Sources: Hong Kong Trade statistcs: Imports, 1977 to 1986, annual
suppkements ,

I-'
\0
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inputs from China to raw materials and basic semi

manufactures. The input relationship is uni-directional,

with Chinese firms functioning essentially as resource

suppliers for Hong Kong manufacturers.

Geographically~ the economic impacts of Hong Kong's

input linkages are concentrated in East China (Shanghai,

Jiangsu, and Zhejiang) and Guangdong. The impacts on the

intermediate and inland regions are limited and confined

mainly to those areas with better accessibility and supply

capabilities. Such a spatial concentration reinforces the

dominance of East China and Guangdong in national industrial

production. The share of Shanghai, Jianqsu, Zhejiang, and

Guangdong in the total national GVIO increased from 29.72

pe~cent in 1981 to 32.11 percent in 1986, respectively.14

The use of China's low-cost materials undoubtly

increases the competitiveness of Hong Kong manufacturers

in the world market. The inability of China's industrial

system to supply sophisticated inputs, however, has

restrained the extent of economic gains that Hong Kong

manufacturers can derive. An examination of the geographical

origins of inputs among surveyed manufacturers indicates

that Hong Kong has a distinctive input relationship with

several East Asian countries, with Japan being the major

supply source for high quality textile fabrics and

electronic components, and South Korea and Taiwan for

medium-priced textile and electronic materials. Therefore,
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an increase in production-input interdependence between Hong

Kong and Chinese firms in those medium to high-priced input

categories will not only increase the material research and

development capability of China's industrial system, but

will also bring about further reduction of production cost

for Hong Kong manufacturers.

THE NATURE OF INDUSTRIAL INTERACTION AND ECONOMIC IMPACTS OF
HONG KONG'S SUBCONTRACTING LINKAGES IN CHINA

Production Interdependence and Linkage stability

Unlike sales and input linkages, Hong Kong manufactur-

ers subcontracting to China have higher degrees of freedom

in establishing their subcontracting linkages because of

China's receptiveness to foreign industrial investment and

cooperation. 15 Table 40 shows that, however; the

subcontracting linkage system of Hong Kong in China does not

differ significantly from those of sales or input in linkage

diversity. 16 There are also no significant differences in

the extent of linkage diversity among firms of different

sectoral or segmental characteristics or among different

transaction channels in Hong Kong's subcontracting linkage

system in China. The lack of a diverse linkage structure

is attributed to the dominance of unaffiliated Chinese

factories in sUbcontracting interaction in which their

availability is limited by the extent of social and kinship



Hong Kong

T~BLE 40

SUBCONTRACTING LINKAGE DIVERSITY OF SURVEYED
HONG KONG FIRMS, BY PLACES OF SUBCONTRACTING

AND BY CHANNELS OF TRANSACTIONS
(unit: number of transaction

counterparts per firms)

China

200

Direct Indirect
[By Industry]
Garments
Textiles
Electronics

1.9(15)
2.2 (5)
2.3(16)

1.0(2)
1.0(1)
2.5(2)

Factory Household

4.1(43) 8.0(23)
5.0(15) 10.0 (1)
2.0(1J.) J.1.3 (7)

4.0(69) 8.8(31)

[By Segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

[By Channel-China]
Fty.-Affiliated
Fty.-Unaffiliated
Fty.~HK participated

Average

2.3 (7)
2.2(12) 1.8(4)

2.8 (6) 1.0(1)
1.6(11)

2.5 (6) 1.0(3)
2.0(24)
2.2 (6) 2.5(2)

2.1(36) 1.6(5)

9.5 (4)
3.4(36)
5.5 (6)
3.8(13)
3.1(10)

J.5.4 (5)

9.2(10)
6.4(16)

Tests:
Significant difference in linkage diversity between China

and Hong Kong subcontracting linkage systems at 0.05 level,
for both direct (F~3.34) and direct and indirect linkages
combined (F=2.42).

No significant difference in linkage diversity among
industries, segments, channels, and between direct and
indirect contacts in China's subcontracting linkage system.

Notes:
The diversity measure is based

surveyed firms.
Figures in parentheses are the

included in the calculation.
VII, for a discussion of the
measure.

HK: Hong Kong; Fty.: Factory.

Source: Survey data.

on the key immediate link of

corresponding number of cases
See also note 16, chapter

measure of the diversity
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connections. The costs associated with production

coordination and supervision over long distances in China,

on the onher hand, further restrain the extent of

subcontracting interaction in the two other channels, as the

subcontracting costs will rise with the increase in the

number of subcontractors in China.

Given the concern for production quality and the costs

of subcontracting, the confined structure of transactions

increases the extent of interdependence between Hong Kong

manufacturers and their Chinese subcontractors. This is

true because while Hong Kong manufacturers can maintain

strong control on their linkages, they do not have the

flexibility to establish new linkages without incurring high

costs. The large labor cost differential between the two

areas further increases the reliance of Hong Kong firms on

their Chinese subcontractors. In 1986, the average monthly

salary of a factory worker was about US$ 400 in Hong Kong

and US$ 39 in China. 17 Therefore, the sUbcontracting

linkage system of Hong Kong in China exhibits high levels

of stability in linkage connections. The proportion of

surveyed firms that had their key Chinese subcontractors

changed during 1981 to 1986 is about 2 percent, whereas the

corresponding proportions for Hong Kong factories and

households are 11 and 39 percent, respectively.

The sUbcontracting linkage system of Hong Kong in

China also exhibits high levels of stability in impulse
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transmission. Table 41 shows that the mean ranks of

stability in impulse transmission are 6.3 for Hong Kong's

subcontracting linkage system in China and 3.9 for the local

Hong Kong factory subcontracting system, respectively. The

average transaction volume in terms of subcontracting wage

payment put out to China is generally larger than its Hong

Kong counterpart and is usually in the range of HK$ 10,000

to 50,000 (US$ 1,300 to 6,400).18 Small-volume transaction

is uncommon because of the lack of economies associated with

transportation arrangements. Moreover, the impulses are

generally transmitted on a regular basis with at least one

transaction per month. 19 In contrast, activities in the

local subcontracting system are generally less regular in

transaction patterns.

Product Sophistication. Technology and Know-how Transfer

With respect to the technological content of Hong

Kong's subcontracting linkage system in China, the work put

out to Chinese factories are usually less complex than those

undertaken in the associated Hong Kong firms, but the

difference in the level of product sophistication between

Hong Kong's subcontracting linkage system in China and the

local factory subcontracting system, measured as the

difference in technological complexity of the products

manufactured between the Chinese subcontractors and their
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TABLE 41

IMPULSE TRANSMISSION IN HONG KONG'S
SUBCONTRACTING LINKAGE SYSTEMS

(unit: mean rank)

Places/Channels SC Stability Frequency Magnitude
(By Industry]
Garments CF 6.6(15) 4.5 (2) 4.6 (7)

HF 4.0(30) 3.7(11) 3.1(25)
HH 4.3(24) 4.7 (9) 1. 0 (20)

Textiles CF 5.8 (6) 5.0 (1) 3.0 ( 1)
HF 3.3(11) 3.0 (2) 3.0 (1)
HH 4.0 (3) 5.0 (1) 1.0 (3)

Electronics CF 6.1(17) 4.0 (3) 3.2 (6)
HF 4.6 (9) 5.0 (4) ·2.8 (5)
HH 5.2 (5) 5.0 (3) 1.0 (6)

(By Segment]
Large CF 7.2 (6) 4.0 (1) 4.3 (3)

HF 5.5 (2) 4.0 ( 1)
HH 2.0 (1)

Medium Export CF 5.8(16) 5.0 (3) 4.0 (6)
HF 3.9(25) 3.8(13) 3.2(17)
HH 5.4(11) 5.0 (4) 1.0(10)

Medium Non-Export CF
HF 3.0 (5) 3.5 (2) 3.0 (2)
HH 4.0 (3)

Small Export CF 6.3 (7)
HF 3.9 (8) 5.0 (1) 2.9 (7)
HH 2.6 (9) 5.0 (4) 1.0 '0\

\U/

Small Non-Export CF 6.4 (9) 3.5 (2) 3.4 (5)
HF 4.2(10) 5.0 (1) 2.5 (4)
HH 5.2(11) 5.0 (2) 1.0(11)

[By Channel-China]
Factory-Affiliated 7.1 (9)
Factory-Unaffiliated 6.3(21)
Factory-HK participated 5.1 (8)

[By Contact]
Direct 6.2(33) •
Indirect 6.6 (5)

Average CF 6.3(38) 4.3 (6) 3.9(14)
HF 3.9(.50) 3.9(17) 3.0(31)
HH 4.4(32) 4.8(13) 1.0(29)
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TABLE 41. (Continued) IMPqLSE TRANSMISSION IN
HONG KONG'S SUBCONTRACTING LINKAGE SYSTEMS

Tests:
Significant difference in the stability of impulse

transmission between China and Hong Kong factories at 0.05
level. Mann-Whitney U=458 (37,49).

No significant difference at 0.05 level in the stability of
impulse transmission among industries, segments, channels,
and between direct and indirect contacts in China's
subcontracting linkage system.

Notes:
See notes 18 and 19, chapter VII, for a description of the

measurement of linkage stability, frequency, and magnitude
of impulse trans~ission, respectively.

Figures in parenthesas are the corresponding number of cases
included in the calculation~

The stability, fre~~ency, and magnitude measures are based
on the key immediate link of surveyed firms.

Stability: Stability of impulse transmission.
Frequency: Frequency of transactions.
Magnitude: Magnitude of transactions.
SC: Subcontracting counterpart; CF: China factory,
HF: Hong Kong Factory; HH: Hong Kong Household;
HK: Hong Kong.

Source: Survey data.
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associated Hong Kong firms in a five-point scale, is

insignificant (Table 42). The differences in product

sophistication among firms of different sectoral and

segmental characteristics or among different transaction

channels are also slight. The absence of significant

differences can be attrihuted in part to the lack of

production diversity in Hong Kong's industrial system. 20

In addition, as long as the quality can be controlled, most

surveyed manufacturers do not find it beneficial to put out

work of lower levels of sophistication, especially for those

products which require quotas for export. 2J. Of the surveyed

firms subcontracting to China, twenty-three put out products

or processes at similar levels of sophistication compared to

those undertaken in their Hong Kong plants, whereas the

other twenty-one subcontract their work at lower levels of

sophistication. 22

owing to the proximity in the level of product

sophistication of the work subcontracted, Hong Kong

manufacturers exert strong control over the production

processes through extensive product or process specification

in order to ensure the quality of outputs (Table 43). There

are no significant differences in the levels of product or

process specifications among firms of different sectoral or

segmental characteristics or among different transaction

channels. The concern for output quality is further

reflected by the extensive supply of production materials
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2.13(38)2.78(72)

Hong Kong Hong Kong
Factories Households

2.70(44) 2.24(29)
2.93(14) 2.50 (2)
2.86(14) 1.57 (7)

3.33 (3) 2.10 (1)
2.60(40) 1.77(11)
3.00 (6)
3.00(13) 2~37(10)

2.90(10) 2.22(16)

2.46(37)
2.71 (7)

2.50(44)

2.22 (9)
2.56(25)
2.60(10)

2.43 (7)
2.42(19)

2.88 (8)
2.40(10)

2.44(16)
2.60(10}
2.50(18)

Total

TABLl~ 42

TECHNOLOGICAL LEVELS ~F THE SUBCONTRACTING
LINKAGE SYSTEMS OF SURVEYED FIRMS

(unit: mean rank)

China
Factories

[By segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

[By Channel-China]
Fty.-Affiliated
Fty.-Unaffiliated
Fty.-HK participated

[By contact]
Direct
Indirect

[By Industry]
Garments
Textiles
Electronics

Tests:
No significant difference in the level of technological

sophistication between China (factory) and Hong Kong
(factory) subcontracting systems, and among industries,
segments, channels, and directness of contacts in China's
subcontracting linkage system at 0.05 level.

Notes:
The technological level of the work done by the sub

contractors of surveyed firms is measured by a 5-point
scale in comparison to the products or processes currently
undertaking in the respective Hong Kong contractors, with
1 representing much simplier, 2 simplier, 3 same,
4 complex, 5 more complex. See note 22, chapter VII, for
discussion.

Figures in parentheses are the corresponding number of cases
included in the calculation. The calculation is based on
the key immediate link of surveyed firms.

HK: Hong Kong; Fty.: Factory.

Source: Survey data.
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TABLE 43

THE EXTENT OF PRODUCT OR PROCESS SPECIFIC~TION OF
HONG KONG'S SUBCONTRACTING LINKAGE SYSTEMS

(unit : mean rank)

[By Industry]
Garments
Textiles
Electronics

[By Segment]
Large
Medium E~crt

Medium Non-Export
Small Export
Small Non-Export

[By Channel-China]
Fty.-Affiliated
Fty.-Unaffiliated
Fty.-HK participated

[By contact]
Direct
Indirect

Total

China
Factories

8.80 (9)
8.89 (9)
8.00(17)

9.67 (3)
8.38(16)

9.29 (7)
7.44 (9)

8.50 (6)
8.32 (19)
8.60(10)

8.21(28)
9.29 (7)

8.43(35)

Hong Kong
Factories

6.84 (30)
8.40(15)
7.22(14)

6.00 (2)
6.78(31)
9.00 (6)
7.64(11)
8.00 (9)

7.33(59)

Hong Kong
Households

5.13(22)
4.25 (4)
4.86 (7)

3.36(11)
-

5.25' (8)
6.07(14)

4.97(33)

Tests:
No significant difference in the extent of product or process

specification between China (factory) and Hong Kong
(factory) subcontracting linkage systems and among
industries, segments, channels, the directness of-contacts
at 0.05 level.

Notes:
The calculation is based on the key immediate link of

surveyed firms.
The respondents were asked to indicate the extent of product

or process specification to their subcontracting counter
parts in an 11-point scale, with 0 no specification and 10
complete specification.

Figures within parentheses are the corresponding total
number of firms included in the calculation.

HK: Hong Kong; Fty.: Factory.

Source: Survey data.
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from Hong Kong, with less than 8 percent of surveyed firms

having part of their inputs acquired from local or other

sources in China.

The proximity in the level of product sophistication

and the concern for output quality therefore necessitate the

transfer of machinery and technical personnel in the absence

of appropriate equipments and production know-how in China.

Table 44 shows that twenty-two of the surveyed firms put out

to China have certain machinery provided to their Chinese

subcontractors. Of the three studied industries, garment

and electronic firms have a higher propensity to transfer

machinery to China than textile fir=s because of the product

subcontracting orientation among garment firms which places

demand on a diverse array of garment making machinery, and

because of the lack of appropriate electronic production

machinery and equipments in China. Firms in the large

Regment also have a higher propensity to transfer machinery

to China, as they are more inclined to employ contractual

joint venture or compensation trade as the form of

subcontracting agreement in which the transfer of machinery

is normally required. 23 The re-Iocation of production

operation to China among most surveyed firms in the small

non-export segment further increases the extent of machinery

transfer. Since those factories with Hong Kong participation

have their investments provided by other Hong Kong firms,

machinery transfer in this subcontracting channel is usually
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TABLE 44

THE EXTENT OF MACHINERY AND KNOW-HOW TRANSFER OF HONG
KONG'S SUBcONTRACTING LINKAGE SYSTEM IN CHINA

(unit: percentage of total number of
firms subcontracting to China)

Technical/
Machinery Managerial Technical
Transfer Services Training

[By Industry]
Garments 58.8(17) 56.3(16) 18.8(16)
Textiles 20 •.0(10) 30.0(10) 60.0(10)
Electronics 52.6(19} 47.1(17) 66.7(18)

[By segment]
Larae 62.5 (8) 71.4 (7) 14.3 (7)
MedIum Expert 30.0(20) 40.0(20) 55.0(20)
Medium Non-Export
Small Export 57.1 (7) 57.1 (7) 42.9 (7)
Small Non-Export 63.6(11) 33.3 (9) 60.0(10)

[By Channel]
Fty.-Affiliated 70.0(10) FI.7 (9) 44.4 (9)
Fty.-Unaffiliated 57.7(26) 54.2(24) 60.0(25)
Fty.-HK participated 0.0(10) 0.0(10) 20.0(10)

[By contact]
Direct 51.3(39) 47.2(36) 54.1(37)
Indirect 28.6 (7) 42.9 (7) 14.3 (7)

Total 47.8(46) 46.5(43) 47.7(44)

Tests:
Significant difference at 0.05 level in technical training

among the three studied industries (Chi s~lare=8.57,

df=2) •
Significant difference at 0.05 level in the extent of

machinery transfer and technical services between Chinese
(affiliated and unaffiliated combined) and Hong Kong
participated factories.

Notes:
The calculation is based on the key immediate link of

surveyed firms.
Figures in parentheses are the corresponding number of firms

included in the calculation.
See note 24, chapter VII, for a description of technical

services.
HK: Hong Kong; Fty.: Factory.

Source: Survey data.
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unnecessary. In contrast, the transfer of machinery in the

two Chinese subcontracting channels is very extensive. The

types of machinery transferred range from sewing to garment

pressing machines and from coil making to electronic quality

control equipments. Most of the machinery transferred to

China are not substantially lower in technological levels

with respect to "those currently in use in the associated

Hong Kong manufac't'lrers, and more than half of the transfer

involve new machinery. The transfer of used machinery does

not appear to be an overwhelming practice among Hong Kong

manufacturers subcontracting to China.

The transfer of production know-how in the form

of technical and managerial services (hereafter called

technical services) and technical training is also common

among firms subcontracting to China. The proportions of

surveyed firms subcontracting to China which provide

technical ser~ices and technical training are 46.5 and 47.7

percent, respectively.24 Most of the technical services

relate to quality control which is especially common among

ga~ent firms as a result of product subcontracting. Since

the processes of manufacturing knitpieces and the assembling

of electronic products are relatively unfamiliar to Chinese

workers, the provision of technical training in these two

industries is normally necessary and relatively extensive •.
As with the case of machinery transfer, the provision of

technical services and technical training is more extensive
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to Chinese factories than to those with Hong Kong

participation. Most of the firms providing technical

services have their Hong Kong personnel residing in China

for a certain period of time depending on their needs, with

those of large firms being more permanent in nature. The

provision of technical training, however, is essentially

temporary, as Chinese workers become more experienced

through time.

Economic Impacts

The most important impacts of Hong Kong's subcontrac-

ting linkage system on China are employment creation and

foreign exchange earnings. The subcontracting linkage

system of Hong Kong generates more than one million jobs and

contributes about 10.5 percent of total foreign exchange

earnings in the form of subcontracting wage payment for

Guangdong province in 1986. 25 The subcontracting linkage

system is also a major source of technology transfer,

accounting for about 17.1 percent of total amount of

realized foreign iuvestment in Guangdong in that year. 26

Nevertheless, despite the introduction of subcontracting

activities with higher levels of product sophistication

compared to local Chinese manufactures and the relatively
•extensive scale of technology and know-how transfer, the

effect of the subcontracting linkage system on incubating
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the technological capability of Chinese firms remains

limited. The lack of incubation effect is attributed not

only to the labor-using nature of most subcontracting

activities, but also to the supply constraints with respect

to the availability of skilled workers and R&D infra-

·structure in most locales in China. Hong Kong manufacturers

therefore generally have no intention to establish high

level production functions such as product design and

development in China. The technology transfer process is

essentially uni-lateral and entirely dependent on the needs

of Hong Kong manufacturers.

In addition, the input mUltiplier effect of Hong

Kong's subcontracting linkages on China is limited. Most

Hong Kong manufacturers subcontracting to China have their

production materials supplied from Hong Kong. The direct

economic impacts are therefore spatially confined to the

Pearl River Delta, thereby increasing the disparities in

industrial growth between the delta and non-delta areas.

As Table 45 shows, the average annual GVIO growth rate of

the primary zone of subcontracting in the delta area during

1983 to 1985 was 37.3 percent, whereas the corresponding

growth rate of the non-coastal and mountain areas in

Guangdong was 13.5 percent.

Nevertheless, the interdependent production relation

between Hong Kong firms and their Chinese subcontractors

signifies a gradual and sustainable integration of
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TABLE 45

REGIONAL DISPARITIES IN GUANGDONG:
SELECTED DEVELOPMENT INDICATORS

Regions

Indicators ABC D E F
An. GVIO growth
rate (~983-85)a 37.3 30.~ 22.7 19.9 13.5 29.5

An. GVIO growt~

rate (1985-86) 23.1 29.8 18.5 26.2 14.9 3.9

An. per capita
GVIO growth 647.5 127.6 122.1 49.8 37.3 41.5
(1983-85, ~)a

An. per capita
GVIO growth 571.1 17~.3 144.2 94.5 5~.3 6.1
(1985-86, ~)b

Per capita
GVIO (1985) 2754.3 553.1 683.3 391.7 315.1 231.7

Per capita
TVGVIO (~985) 265.9 155.0 ~07.4 46.1 39.3 13.4

Average % share
of Guangdong's
TVGVIO per city 3.36 ~.34 2.~3 0.6~ 0.30 0.09
or county (1985)

TVGVIO as % of
total city or 13.2 2.0.4 26.4 18.8 15.3 7.7
county GVIO (~985)

Per capita
GNP (1985, ~) ~922 772 600 566 546 628
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TABLE 45. (Continued) REGIONAL DISPARITIES IN
GUANGDONG: SELECTED DEVELOPMENT INDICATORS

Notes:
a. GVIO at and below to~~ship level excluded.
b. GVIO at and belnw township level included.
A. Primary put-out zone (Shenzhen, Baoan, Donqguan, Huiyanq,

Huizhou, Guanqzhou, Punyu, Shunde, Foshan, Nanhai,
Zhonqshan, Jianqmen, Xi~~ui, Zhuhai, and Doumen).

B. Secondary put-out zone (Zenqchenq, Boule, Huixian,
Sanshui, Gaominq, Heshan, Kaiping, Taishan, and Enping).

c. Shantou area (Shantou, C~aozhou, Chaoyang! and Chenghai) •
D. Other coastal areas (all other cities and counties south

of Yunan, Deqing, Guanqninq, Sihui, Qingyuan, Conghua,
Longmen! Heyuan, Wuhua, Fengshun, and Dabu except those
in A, B, C, and F).

E. Mountain areas (all other cities and counties except
those in A, B, C, 0, and F.

F. Hainan Island (all cities and counties in Hainan Island).

An.: Annual; GVIO: gross value of industrial output;
TVGVIO: GVIO at and below township level.

Sources: Calculated based on Guangdong statistical Yearbook,
1985, 38~-385; 1986, 438-44~; and ~987, 473-482.
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industrial production between Hong Kong and the Pearl River

Delta. The economic impacts of Hong Kong's subcontracting

linkages on the Pearl River Delta are channeled through.a

two-tier structure, with the first tier orienting toward

cities and the second tier focusing on county locations.

Table 46 shows that, except for linkage diversity, there are

no significant differences between the two tiers in the

directness in contacts, the economic nature of interaction,

the stability of impulse transmission, and in the extent of

technology and know-how transfer. The difference in linkage

diversity between city and county locations mainly reflects

the greater availability of subcontractors and the

propensity of Hong Kong manufacturers to subcontract to more

than one factory in cities. The extensiveness in geographic

coverage and the similarity in the structural characteris

tics of subcontracting linkages at the city and county

levels therefore not only integrate the production 5ystem of

Hong Kong with those of the major cities in the Pearl River
-

Delta, but also brings about substantial industrial

development in townships and villages in the area.

The impacts of Hong Kong's subcontracting linkages on

the development of town and village industries in the delta

area can best be illustrated by the case of Dongguan and

Shenzhen (including Baoan county under its administration).

As Table 47 shows, owing to their locational proximity

to Hong Kong in comparison to other cities and counties

----- -~--~-- ---- ._-
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TABLE 46

STATISTICAL DIFFERENCES OF HONG KONG'S SUBCONTRACTING
LINKAGES IN CITY AND COUNTY LOCATIONS IN

THE PEARL :RIVER DELTA

Signifi-
Characteristics Tests df Value cance
Direct or
indirect contact Chi-square 1 0.3126 P>O.05

Structural
diversity F-test 1,23 8.8859 P<O.05

Economic nature
of linkage Chi-square 1 0.3563 P>O.05

Linkage
stabililty F-test 1,22 2.1375 P>O.05
(impulse)

Technological
sophistication F-test 1,27 2.1914 P>O.05

Production
specification F-test 1,23 2.6211 P>O.05

Machinery
transfer Chi-square 1 2.4247 P>O.05

Technical
services Chi-square 1 1. 7104 P>O.05

Technical
training - Chi-square 1 1. 6741 P>O.05

Note: Based on the key immediate link of surveyed firms.

Source: Survey data.
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TABLE 47

IMPACTS OF HONG KONG'S SUBCONTRACTING LINKAGES
IN CHINA, BY CITY AND COUNTY LOCATIONS, 1986

Locations
[Pr'; "'~'I""" "''''?'l.o 1

----~ -_.... -.1

Shenzhen SEZ
Baoan
Dongguan city*
Guangzhou city
Foshan city
Zhongshan city
Nanhai
Punyu

[Secondary zone]
Huaxian
Jencheng

[Shantou area]
Chaoyang

[Other coastal]
Xinhui
Taishan

[Non-coastal
/Mountain]
XonghuaT _

.uVUyWlCU

Xinfeng
Qingyuan
Faguan
Loding
Lecheng
Meixian

Total Guangdong

Shanghai

Total China

Firms in
Subcon

tracting
(no. )

1,000a
2,000a
2,550

600
700a.
347
200

110
44

103

100a

25

38
14

7

10,000a

35,000

Emplcy
merrc in
Subcon-

tracting
(person)

220,000

150,000

30,000

15,000

1,000,000+

1,700,000

Subcon
tracting

parnent
(x10· USjl.

44,000
53,000
63,000
28,800b

10,000b
6,000b

12,860b

3,350c
4,400

1,200b

3,000b

430
140
760

1,170c
190

2,000

270,000

20,000

340,000
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TABLE 47. (Continued) IMPACTS OF HONG KONG'S
SUBCONTRACTING LINKAGES IN. CHINA, BY CITY

AND COUNTY LOCATIONS, 1986

Notes:
* In 1986, Dongguan had a total of 7,500 firms at and below

township level and 320,000 industrial workers.
Subcontracting payments accounted for 14 percent of
Dongguan's GNP in that year.

Figures refer to total foreign sUbcontracting payment.
Since more than 90 percent of subcontracting payment in

Guangdong is accounted for by Hong Kong; no adjustment was
made as to the exact magnitude of the impacts of Hong
Kong's subcontracting activities on the area. See also
note 25, chapter VII, for discussion.

a. approximate.
b. estimate.
c. agreed sUbcontracting pa~~ent.

Sources: Compiled from Guangzhou Yearbook, 1987, 283 and
471-500; Economic Reporter 2023:4-7, 2024:38,
2035:30, 2036:43, 2071:42, 2073:45; Liaowang
17(1987):12, 14(1988):19, 35(1988):31-32; Renmin
Ribao and Nanfeng Ribao, 1987 and 1988, various
dates •
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in the delta area, Dongguan and Shenzhen dominate the

subcontracting relations of Guangdong with Hong Kong.

These two locales undertook 74 percent of all foreign

subcontracting work, mostly from Hong Kong, in the delta

area in 1986 of which some 80 percent took place in towns

and villages. Of the 7,500 town and village enterprises in

Dongguan for example, more than 2,000 have subcontracting

relations with Hong Kong. Together with other state-,

provincial-, and city-o~~ed enterprises; Hong Kong's

subcontracting linkages create an estimated 150,000 direct

employment in Dongguan, accounting for approximately 47

percent of its total industrial work force. In addition to

the induced employment effect through income and services

linkages, the increase in employment opportunities not only

absorbs Dongguan's surplus rural labor, but also attracts

300,000 people from other parts of Guangdong and from other

provinces to that city. As a result, the labor force

composition of Dongguan's rural economy has been transformed

from predominantly agricultural to two-third industrial. 27

During 1978 to 1987, the average annual GVIO growth rate of

coilective enterprises in Dongguan was 25.6 percent. In

1987, subcontracting activities accounted for approximately

14 percent of Dongguan's GNP.28 The per capita income in

the rural areas of Dongguan in that year was 1,039 YY§n,.
sixty=one percent more than that of Guangdong province. 29

The development pattern is replicated in Shenzhen and
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in other counties located within the primary zone of

subcontracting in the Pearl River Delta. In Shenzhen, Hong

Kong's subcontracting linkage system has created 220,000

direct employment opportunities in more than 3,000 factories

and attracted 260,COQ people from other parts of China to

Baoan county alone. 30 During 1983 to 1987, the average

annual GVIO grow~h rate of Baoan was over 50 percent. 31

Nevertheless, the impacts of Hong Kong's subcontracting

linkages on the development of Guangdong's rural economy are

confined mainly to the primarj zone of sUbcontracting in the

Pearl River Delta. Towns and villages outside the delta

area received little direct benefits from Hong Kong's

subcontracting activities. Such impact differential is

reflected by the lower levels of subcontracting payment and

GVIO at or below the village level in most non-delta

counties in both absolute and per capita terms. Of the six

regions under consideration in Table 45, the primary zone of

subcontracting in the delta area in 1985 accounted for 54.8

percent of Guangdong's GVIOat or below the township level

and had a per capita town and village GVIO six times higher

than that in the non-coastal and mountain areas.

with respect to the impacts on Hong Kong's economy,

the development of SUbcontracting linkages in China enables

Hong Kong firms to remain competitive in the world market as

a result of using China's low-cost labor and export quotas.

The benefits of using Chinese labor are twofold including
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direct reduction in labor cost and indirect gains through

the use of labor-embodied production techniques. A typical

example of indirect gains is the production of knitpieces in

which the manufacturing processes can either be manual or

machine-driven. The manual method becomes increasingly

economically unviable in Hong Kon~ be~=~~E cf its high labor

content, hence significantly affecting those firms that lack

the financial capability to internalize related production

processes through automation. As a result, subcontracting

to China increases the survivability of Hong Kong

manufacturers by strengthening their flexibility to respond

to external environmental pressures.

The development of subcontracting linkages in China

also enables Hong Kong manufacturers to increase their sales

overseas with respect to the constraints of the Multi-Fiber

Agreement. The use of the export quotas of other countries

in expanding sales has been one of the prime motives of most

large Hong Kong garment firms investing overseas. 32 But

unlike those overseas manufacturing investment in which

large firms dominate, geographic proximity and the lower

cost of establishing SUbcontracting linkages in comparison

to other forms of investment have enabled medium and small

sized manufacturers to expand their sales overseas through

subcontracting to China.. The combined effect of using low

cost labor and export quotas in China therefore brings

about an increase in Hong Kong's overseas export and a
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corresponding expansion of Hong Kong's industrial system.

These developments also increase the dynamics of Hong Kong's

industrial ~ystem, as the local subcontracting system in

Hong Kong focuses increasingly on those activities which

require specialized services (special or complement

subcontracting) or urgent delivery (concurrent subcontrac

ting) while the SUbcontracting linkage system in China

concentrates on those work which are bulky and have flexible

delivery schedules (economic subcontracting) (Table 48).33

Furthermore, the development of subcontracting

linkages in China has brought about a steady decline in the

average size of manufacturing establishments in Hong Kong

since 1979. The average number of persons engaged in a

manufacturing establishment decreased from 23.8 in 1979 to

18.8 in 1986. 34 The decline, however, reflects mainly

a structural shift in the emploYment mix within the

manufacturing sector rather than a decrea~e in the marketing

or product development capability of the industrial system,

as Hong Kong manufacturers transferredmairi1ytheir

production operations to China while maintaining their

marketing and product development functions in the

territory. This trend is exhibited in five of the surveyed

firms subcontracting to c~lina, which caused a loss of

approximately 1,000 jobs at the production level, but the

number of staffs in management, marketing, and product

development remains unchanged.
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TABLE 48

THE NATURE OF HONG KONG'S AND CHINA' S SUBCONTRACT!~fG

LINKAGE SYSTEMS AMONG SURVEYED FIRMS
(unit: number of firms)

China
Factory
EC CC

Hong Kong
Factory

SP/CP EC CC

Hong Kong
Household

EC CC
[By Industry]
Garments
Textiles
Electronics

[By Segment]
Large
Medium Export
Medium Non-Export
Small Export
Small Non-Export

[By Channels]
Fty.-Affiliated
Fty.-Unaffiliated
Fty~-HK participated

[By Contact]
Direct
Indirect

Total

18
'9
19

8
20

8
10

10
27

9

39
7

46

1

1

1

1

1

6
7
8

2
6
2
5
6

21

10
2
3

1
9
1
2
2

15

28
7
5

1
25

4
7
3

40

16
2
6

4

8
12

24

18
2
2

1
10

5
6

22

Tests:
No significant difference at 0.05 level in the nature of

subcontracting among industries, segments, channels, and
between direct and indirect contacts in China's
subcontracting linkage system.

Notes:
Based on the key immediate link of surveyed firms.
EC: Economic subcontracting, CC: Concurrent SUbcontracting,

SP: Special subcontracting, CP: Complement SUbcontracting.
See note 33, chapter VII, for a description of the nature
of various types of subcontracting.

HK: Hong Kong: Fty.: Factory.

Source: Survey data.
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SUMMARY

By using a number of indexes to describe the

structural characteristics of a linkage system in respect of

diversity and stability at both micro- and macro-level, this

chapter has examined the nature of industrial interaction

between Hong Kong and China and the associated economic

impacts on both areas. with respect to linkage diversity,

the confined structures of transactions for sales and input

are attributed to China's control over import and export,

whereas the confined structure of transactions for

subcontracting is due to the extent of social and kinship

connections and the constraints of production coordination

and supervision over long distances. China's control over

import also results in the lack of stability in Hong Kong's

finished-good sales linkage system in China. The higher
.

levels of stability in the input and subcontracting linkage

systems, however, are attributed to the nature of materials

transacted and to the interdependent relationship in

production between the two areas, respectively.

with respect to economic impacts, Hong Kong manufac-

turers can increase their competitiveness in the world

market and export opportunities through the use of China's

low-cost labor and export quotas, whereas China can benefit

from Hong Kong's input and subcontracting linkages in

respect to employment generation and.foreign exchange
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earnings. The control of China over import, however, makes

the sales of finished goods a less viable source for stable

economic growth in the territory. The self-contained

practice of Hong Kong manufacturers in subcontracting,

on the other hand, reduces the technological and input

multiplier effect on China. In addition, the intra

provincial disparities in industrial growth in Guangdong are

increased as a result of the concentration of Hong Kong's

sUbcontracting linkages in the Pearl River Delta.



CHAPTER VIII

SUMMARY AND CONCLUSION

SPATIAL SCALE, CONTEXTUAL UNDERSTANDING, AND THE "LINKAGE
INTERACTION" APPROACH

Based on a systematic and comprehensive research

framework, the study has examined the spatial and structural

characteristics of Hong Kong's industrial linkage systems in

China with respect to sales, input, and subcontracting. The

results revealed at the micro-level correspond closely to

those disclosed at the macro-level. In aggregate, of all

the provinces in China, the municipalities of Beijing and

Shanghai are the major areas of concentration of Hong Kong's

finished-good sales linkages, whereas Shanghai and the

provinces of Jiangsu and Zhejiang are the major areas of

concentration of Hong Kong's input linkages. Guangdong,

especially the Pearl River Delta, is the major area of

concentration of Hong Kong's sUbcontracting and semi

manufacture sales linkages. Structurally, the sales linkage

system of Hong Kong in China is more unstable than its input

or subcontracting counterpart in both linkage connections

and impulse ·transmission, but there are no differences among

the three types of linkages in respect of the diversity of

. linkage systems.

Given the close correspondence of results at various

spatial scales, the findings at the micro-level provide a

detailed contextual understanding of the mechanisms
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affecting the spatial patterns of industrial interaction

between Hong Kong and China at the macro-level. The spatial

patterns of Hong Kong's industrial linkage systems in China

represent the combined outcomes of the attributes of

individual locales, the structures of transactions, and the

functional characteristics of Hong Kong.manufacturers. As

Table 49 summarizes, although the factors underlying the

spatial patterns of Hong Kong's industrial linkage systems

in China are essentially location-specific, the structure of

transactions is nevertheless a major factor conditioning the

incidence of most sales and input linkages. Fo:.~ instance,

intra-organizational arrangements is the major factor

affecting the spatial incidence of sales linkages associated

with multi-national corporations, whereas the spatial

organization of the procurement and distribution networks of

various designated trading corporations is the major factor

that conditions the spatial incidence of input linkages.

Nevertheless, the effect of transaction structures on the

spatial incidence of subcontracting linkages is not

apparent, as locational proximity and social and kinship

ties are the major factors governing the spatial incidence

of most Hong Kong's subcontracting linkages in China in

respect to the export requirements of Hong Kong

manufacturers.

The study further provides a subtle understanding

of the nature and impacts of industrial interaction between



TABLE 49

SUMMARY OF FACTORS AFFECTING THE SPATIAL INCIDENCE OF
HONG KONG'S INDUSTRIAL LINKAGE SYSTEMS IN CHINA

Locational Factors

Locations
[Sales]
Municipality

Transaction
S LC Counterpart LI conditioninq

E FG Hotels A Location of hotels

Underlvinq

Location-specific

Guangdong

[Input]
changjiang

Dispersed

Multi
nationals

G FG Mixed

T 8M Factories

A RM, Designated
8M FTCs

G, RM, Designated
T SM FTCs

P Intra-firm
arrangements

A Locational proximity

P Firm relations in
UK's trading system

P spatial organization
of FTCs' business
nE!tworks

P Di.tto

Economic and political
dominance of
municipalities

Availability of
foreign exchange
in these locations

Distance and social
ties in the region

Material availability,
low cost

Ditto

Guangdong G 8M
1 •

Factor1es--
non
designated

A Locational proximity Material availability,
10111 cost

lIJ
lIJ
00



TABLE 49. (Continued) SUMMARY OF FACTORS AFFECTING THE SPATIAL
INCIDENCE OF HONG KONG'S INDUSTRIAL LINKAGE SYSTEMS IN CHINA

Locational Factors
Transaction

LC CounterDa~LI CQnditiQn~q UnderlvinqLocation
[Subcon
tracting]
Guangdong

S

A PO, All
PC factories

A Locational proximity,
social affinity

Low cost

Changjiang G PO Affiliated
factories

A Availability of
export quotas

Industrial dominance
in these locations

Notes:
S~ Sector (G-Garments, T-Textiles, E-Electronics, A-all three sectors).
LC~ Linkage content (FG-finished goods, SM-·semi manufactures, RM-raw materials,

PO-product, PC-process).
LI: Locational initiatives (A-active, P-passive).
FTCs: Designated Chinese foreign trading corporations.

l'V
l'V
\D
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Hong Kong and China which cannot be discerned in macro-level

studies. with respect to stability in linkage connections

and impulse transmission, Table 50 summarizes that the

transactional constraints of China's trading system and the

the relationship between Hong Kong and Chinese firms are two

major factors conditioning the stability of a firm's linkage

In the case of finished-good sales and

input linkages, the major factor affecting the stability of

~he linkage systems is China's control on import and export.

In subcontracting, the extent of interdependences between

firms is the major factor governing the stability of the

linkage system. The effectiveness of th,e "linkage-

interaction" approach in providing a subtle understanding of

not only the factors underlying, but also those conditioning

the spatial and structural characteristics of linkages

therefore permits a more dir~~t and proper assessment of the

opportunities and constrai.nts for long-term spatial

interaction and regional development.

SPATIAI, ECONOMIC RELATIONS BETWEEN HONG KONG AND CHINA:
DEVELOPMENT OPPORTUNITIES AND CONSTRAINTS

Sales Linkages

In view of the constraints of China's market, the

short-term development opportunities for Hong Kong

manufacturers in the sales of finished goods are limited.
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TABLE 50

S~~~Y OF FACTORS AFFECTING THE STABILITY OF HONG KONGiS
INDUSTRIAL LINKAGE SYSTEMS IN CHINA

Factors

Location
(sal.es]
Municipality

Guangdong

[Input]
All
locations

s

E

G

T

A

Conditioning

Imporc control

Import control

Firm relations

Export control,
nature of materials

Underlying

Demand of hotels,
strategies of
multi-national
firms

Ava;i.lability of
foreign exchange

Hong Kong's
overseas demand
and export
requirements

Hong Kong's
overseas demand
and export
requirements

(subccrr
contracting]

All
locations

PD, Firm relations,
PC social and kinship

relations

. Ditto

Note:
See Table 49 for abbreviations •

•
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Sales interaction in finished goods between Hong Kong and

China will continue to center on electronic goods because

of the backwardness of China's electronics industry. The

development opportunity for Hong Kong's garments industry,

however, is slim, as China's garments industry is capable

of supplying most of the domestic needs. Of all the

transaction channels, linkages associated with hotels have

limited long-term development potential because of the

likely decline in the construction of new hotels in China in

the future, whereas the development of linkages related to

multi-national corporations and Chinese factories will

depend on the strategi~s of those global firms and the

demands of Chinats industrial system, respectively. with

respect to textile and electronic semi-manufacturing

linkages, the growth will ~inge not only on further

expansion of Hong Kong's SUbcontracting and other

manufacturing activities, but also on the development of

these backward-linked industries SUGh ~s t~~tile finishing

and electronic components making in China, especially in

the Pearl River Delta. Ceteris parious, the more the

development of these backward-linked industries in China,

the less will be the development opportunity for selling

semi-manufactures to China.

Given the contact and segmental characteristics of

surveyed manufacturers, the lack of active initiatives in

establishing sales linkages indicates that the spatial sales
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pattern of Hong Kong in China is unlikely to exhibit major

changes in the near future. Except for those linkages

associated with hotels, the locational preference of multi

national corporations in the three municipalities, the large

market potential of major economic centers, and the

concentration of Hong Kong's subcontracting and manufac

turing activities in the Pearl River Delta will continue to

exert strong locational pUll of Hong Kong's sales linkages

to these areas. The spatial dispersal of Hong Kong's sales

linkage system in China will therefore depend on the

increase in purchasing decision autonomy at local levels and

on the overall progress of economic development in China.

Input Linkages

Although the interaction in material inputs between

Hong Kong and China has been extensive, the room for further

development remains ample. with respect to the present

commodity composition of China's inputs, an increase in

quality, variety, and an upward transition of the production

structure can strengthen the input relation between Hong

Kong and China, providing that the prices of China's

materials remain competitive. An increase in the

dissemination of Chinese material supply information

overseas can further increase the extent of interaction

between the two areas, as the input decision of most Hong
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Kong manufacturers is usually dictated by their overseas

buyers.

Although the oppoLtunity for cooperative research and

development in material inputs between Hong Kong and China

is extensive, the lack of direct inter-firm contacts as a

result of China's control over export and the absence of a

well-developed transportation and telecommunication system

in China have restrained such development. The lack of

cooperative linkages on material development is reflected

in the composition of Hong Kong's EJV investment in China,

as most of the investment in the three studied industries

concentrate on general textile materials and consumer

electronic products. 1 The potential for long-term

cooperative development in material inputs will therefore

depend on further decentralization of China's foreign trade

system which allows more direct inter-firm contacts between .

the two areas, and on the development of adequate

transportation and telecommunication facilities in China.

The development in these two aspects will also encourage

spatial dispersal of Hong Kong's input linkage system in

China, as Hong Kong manufacturers can undertake active

locational search for appropriate suppliers.

SUbcontracting Linkages

Of the three studied linkage system, SUbcontracting
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bears the most important implications for the long-term

development of Hong Kong and the Pearl River Delta. The

presence of low cos~s of production in the delta area, in

addition to its unique locational and social characteris

tics, allows Hong Kong manufacturers to maintain their

competitiveness in overseas markets through subcontracting,

whereas the delta area benefits from these linkages in

employment generation and technology transfer. From an

intra-regional perspective, the industrial system of Hong

Kong is increasingly integrated with that of the Pearl River

Delta in both spatial and structural terms, as the majority

of Hong Kong manufacturers of different size and operational

characteristics subcontracting to China are similiar in

their activeness in linkage contacts, economic nature of

subcontracting, stability in linkage connections and impUlse

transmission, and locational characterist.ics of linkages in

the Pearl River Delta.

In essence, subcontr.acting to China provides mainly

short-term competitive gains to Hong Kong manufacturers.

The long-term sustainability of this evolving regional

industrial system will hinge on the continuing success of

Hong Kong manufacturers in their overseas markets, which in

turn will depend on the development of new products for

export. The industrial system of Hong Kong, however, has

not undergone significant technological transformation since

its development four decades ago. The extent of indigenous
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product development efforts in the three studied industries

is limited, and is confined to a few large garment and

textile firms and to a number of medium and small-sized

electronic firms producing consumer electronics. 2 The

higher propensity of large garment and textile firms for

product development is not only because of their strong

financial and technological capability, but also because of

their ability in overseas marketing arrangements to ensure

adequate demand. The certainty of market demand is also a

major factor affecting product development efforts among

several medium and small-sized electronic firms, as they are

active in search of potential buyers abroad through company

visits, trade fair participation, and overseas advertiz

ments. Nevertheless, in c~mparison to the garments and

textiles industries, the marketing and product development

efforts among local electronic firms remain small and

fragmented as a result of their small scale of operation and

limited financial capability.

Therefore, deliberate considerations in strengthening

the product development capability of Hong Kong's industrial

system need to take into consideration the transactional and

segmental characteristics of individual industrial sectors.

The functional and marketing relationships between firms

can significantly affect their trajectories of product

development, thereby determining the long-term development

potential of an industrial system (Dosi 1984). Given the
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constraints of the Multi-Fiber Agreement in export and the

increasing competition from other developing countries, a

sustained growth in the textiles and garments industries

will continue to depend on the flexibility of manufacturers

to respond to the changing demands in overseas markets.

Specific efforts to assist the product development

capability of medium and small-sized firms in these two

industries may not be effective as most of them are subsumed

in a dense network of subcontracting led by large

manufacturers and trading firms. The fragmented structure

of the electronics industry in overseas marketing and

product development, however, indicates the needs for a

concerted effort in detailing the directions and strategies

for long-term development, especially when the accumulation

of technological knowledge is a key factor for product

development in this industry.

From an extra-regional viewpoint, the impacts of Hong

Kong's subcontracting linkages on the long-term development

potential of the delta area are mixed. Geographically, the

distribution of Hong Kong's SUbcontracting linkages within

the Pearl River Delta is widespread. cities and counties at

different levels of the urban hierarchy do not differ

significantly in the level of product sophistication of the

work subcontracted and the extent of technology and k9ow-how

transfer. structurally, these linkages do no'c introduce

employment and income instability caused by firm-specific
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actions. Despite the introduction of sophisticated

production processes and teehnology, however, the self

contained practices of Hong Kong manufacturers have

contributed little to incubate the indigenous product

development, marketing, and managerial capability of Chinese

firms in the delta area. The input of Chinese firms is

confined mainly to labor at the general production level;

the use of Chinese workers for product development and other

high-level production functions is limited.

In view of the factors underlying the self-contained

practices of Hong Kong manufacturers subcontracting to

China, an increase in the incubation effects of Hong Kong's

subcontracting linkage system on China will not only require

proper coordinations of production activities at the macro

level, but will also require improvement in the supply

ccpability of China's industrial system, especially that of

the Pearl River Delta, with respect to the provision of an

adequate physical and human infrastructure for product R&D

and a dependable work force. without proper coordinations

of production activities between the two areas and an

improvement in the supply capability of the industrial

system in the delta area, the impacts of Hong Kong's

subcontracting linkage system are likely to be short-lived

and cannot constitute as a major force for the long-term

development of the Pearl River Delta.

At the provincial level, locational proximity and
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social and kinship ties will continue to be the major forces

attracting the majority of Hong Kong's subcontracting

activities to the delta area. The non-delta areas in

Guangdong, particularly the non-coastal and mountain areas,

will remain unlikely to benefit from Hong Kong's subcontrac

ting activities. 3 Regional disparity in subcontracting

incidence is likely to increase as the Pearl River Delta

highway, which connects Hong Kong to most locales in the

delta area, will be completed in the early 1990's.4 Given

the impacts of subcontracting linkages on the development of

urban and rural economies in the delta area, regional

disparities in industrial growth between the coastal and

non-coastal areas will persist if specific efforts to

attract subcontracting activities to the non-coastal and

mountain areas cannot be materialized. In view of the

production a~d marketing requirements of Hong Kong

manufacturers, successful efforts in attracting subcontrac

ting activities to the non-coastal and mountain areas will

depend on the improvement of transportation and industrial

infrastructure and production facilities in these places.

The provision of additional incentives to Hong Kong

manufacturers and training to local workers can further help

to increase the incidence of subcontracting linkages in

these remote locations.
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TOWARD A THEORY OF FIRM INTERDEPENDENCE: THEORETICAL
IMPLICATIONS FOR ECONOMIC GEOGRAPHIC AND REGIONAL
DEVELOPMENT RESEARCH

The research findings of this study provide several

important theoretical and conceptual implications for the

geographic studies of economic development. with respect to

the two major approaches in economic geographic studies;

this study has indicated that the functional relationships

between firms and the transaction structures between regions

or nations are two of the major components in the external

envi~onment affecting the linkage characteristics of firms.

The characteristics of linkages are not necessarily a direct

manifestation of the decision responses of firms toward

environmental stimili. Linkages can be a passive and an

indirect phenomenon depending on the segmental, sectoral,

and transactional characteristics of a firm. Studies

narrowly based on intra-organizational variables as major

explanatory devices cannot provide a comprehensive and

detailed understanding of the forces affecting the spatial

patterns and processes of development.

While there exists a general tendency for firms to

decentralize manufacturing activities from areas of high to

areas of low costs of production, ~his study has pointed out

that the factors affecting the spatial decentralization of

production activities and the long-term development

potential of regions are more complex than the structural
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theories of industrial location suggested. The spatial

decentralization of manufacturing activities does not

necessarily follow a hierarchical pattern according to the

spatial variation in production costs. Rather, as the

present study has shown, the spatial patterns of

decentralization.may be more affected by social and kinship

ties, the specialization of individual locales in certain

industries, and distance. Similarly, the extent of

interdependences between firms and the strategic production

arrangements of firms can b~ two of the major forces

governing the structural charac·teristics of industrial

linkage sy8tems. A detailed understanding of the spatial

distribution of economic activities and the impacts of non

local firms on the long-term development potential of a

region must therefore take into consideration the

operational context of firms, the nature of activities

involved, and the subtle characteristics of interaction

between a firm and the others in respect of linkage

integration and stability. The lack of adequate

understanding on the nature of interaction between firms

shall provide no theoretical and practical basis for

effective policy solutions.

On that basis, this study has elaborated that the

concept of firm interdependence offers a useful avenue in

providing a comprehensive understanding of the interaction

between firm and environment and the relationships between
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firms and regions. By integrating the operational and

transactional characteristics of firms at various spatial

scales, this study has depicted the comp~ex forces affecting

the interdependences between firms. These forces include

cost differentials among actual and potential transaction

counterparts, the extent of dissimilarity in production

and marketing functions, the composition and nature of

transaction structures, and the social and contractual

relationships between firms. Th~se forces interact with

each other, and their relative importance varies with the

socio-economic and political context of the industrial

system under investigation. In general, the interdependences

between firms will be low if there exists significaIlt cost

differential between actual and potential transaction

counterparts because firms will tend to optimize their

economic gains through cost reduction. 5 This economic

consideration is bounded by the extent of functional

dissimilarity among linked firms in the production and

marketing of a product. The extent of functional

dissimilarity relates to the degree of vertical disintegra

tion·in manUfacturing a product, which in turn relates to

the complexity of production and marketing requirements and

to the ability of firms to internalize these requirements

(stigler 1951, Lall 1980). Essentially, the larger the.
functional dissimilarity between linked firms, the stronger

will be their interdependences given insignificant levels of
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cost differential between actual and potential transaction

counterparts.

The composition and nature of a transaction structure

also affect the extent of interdependences between firms.

The interdependences between firms will decline if the

availability of potential transaction counterparts is either

plenty or scarce because of the possible rise of a highly

competitive or an oligopolistic environment in these

situations. The availability of potential transaction

counterparts is a function of the number of transaction

channels and the number of firms associated with each

channel, hence the composition of a transaction structure

and the propensity of different types of firms to associate

with different channels will determine the extent of

interdependences between a firm and its transaction

counterparts. In addition, specific social and contractual

relationships between firms, such as those between Hong Kong

firms and their Chinese subcontractors in the Pearl River

Delta, will increase their interdependences. A detailed

synthesis of the economical, technological, transactional,

and socia-politi.cal context of a firm will therefore provide

a comprehensive and detailed understanding of the patterns

and processes of spatial interaction and regional

development.
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INDUSTRIAL LINKAGES AND FIRM INTERDEPENDENCE: A CONCEPTUAL
ASSESSMENT OF CHINA'S SHI-DAI-XIAN REGIONAL DEVELOPMENT
STRATEGY'

The findings of this study also provide important

conceptual and methodological implications for China's shi-

dai-xian regional development strategy. Conceptually, the

Shi-dai-xian strategy resembles the growth center strategy

in its top-down approach of development planning. The

cities are considered as the centers of technological

innovation and absorption with respect to their hinterlands,

and the sequences of technological diffusion and economic

decentralization are assumed to follow a hierarchical order

from cities to coun~ies and from towns to their surrounding

rural areas. The study has indicated that, however, the

transmission of development impulses and the diffusion of

technology do not necessarily follow a hierarchical order.

Depending on the local situation, towns and villages at

the lower levels of a city hierarchy can have equal and

simultaneous access to development impulses a~d sophisti

cated technology compared with their city counterparts.

Therefore, the Shi-dai-xian strategy must take into detailed

consideration the local economic conditions and the

associated structure of city-county economic interaction if

the effectiveness of the strategy is to be enhanced in any

local Shi-dai-xian systems.

Analytically, the study provides a major means to
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properly delineating the economic association between a city

and its hinterland on which the effectiveness of the Shi

dai-xian strategy is based. Although in principle economic

criteria such as mate~ial flows constitute the basis of

delineation of. a Shi-dai-xian system, political

considerations such as historical administrative relations

are often the major determinants in current practices. The

lack of rational economic criteria in delineating Shi-dai

~ systems may therefore hamper efforts to increase the

economic effectiveness and functional specialization of

local regions (Wu 1984, 68-70). As a result, linkages

between firms, as illustrated by the findings of the present

study, can be used as an effective means to identify the

extent and strength of the spheres of influence of a city in

its hinterland. In addition, a detailed understanding of

the nature and structural characteristics of linkages at the

firm level further ~rovides important insights to the subtle

mechanisms affecting the spatial' patterns and processes of

economic development.

In the course of China's economic reform, an

increasing number of firms will no longer operate under the

directives of the state. The increase in the decision

making autonomy of firms therefore demands an alternative

approach which can provide a detailed understanding of the

mechanisms affecting the linkage characteristics of firms at

the micro-level. For example, an examination of the
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association and transactional relations between various

types of firms, particularly those between state-owned

enterprises and collective-owned and private firms, can

provide important insights to the economic interaction

between .a city and its hinterland, esp~cially when the

former constitutes the major economic segments in cities

whereas the latter does in rural areas. In addition, an

understanding of the interaction among various types of

private and collective-owned firms at the city and county

levels can further provide ample insights to the development

potential of individual locales in a region. This study has

contributed to an understanding of the characteristics of

spatial and structural interaction between state-owned,

collective-owned i and private firms in an alternate Chinese

context. The study also pr.ovides important development

implications with respect to the interaction between firms

in a regional setting. A detailed investigation of the

segmental and transactional characteristics of firms with

respect to the conceptual framework of the "linkage

interaction" approach and the theoretical perspective of

firm interdependence will therefore offer a fruitful avenue

for regional economic research in China.



APPENDIX

SURVEY QUESTIONNAIRE

The survey questionnaire shown in this appendix is a

modified version of the original questionnaire used in the

field. The two versions differ only in the physical

arrangement of the questions as the original version was

designed for efficient gathering of information in the field

but not for presentation. The exact meanings of the

questions and the definitions of certain terminologies are

given in a separate manual for field operations which is not

f',1i.t.har reproduced and attached to this dissertation~ The

questionnaire was designed to provide an understanding of

the overall operational environment and linkage

characteristics of a firm. In the situations ~hat the

respondents were not cooperative aud a full completion of

~ae questionnaire was deemed impossible, the interviewers

were instructed to gather those data that are vital to the

~tudy as much as possible. In respect to the questions in

the questionnaire, these data include questions 1 to 21, 24,

25, 27, 28a-g, 29a-e, 30a-e, 31, 38-42, 44, 45a-i, 46a-e,

47, 48, 50-52, 54, 55a-g, 56a=e, and 57a-f.



Factory Name:
Name and Position of Interviewee:
PART A. ORGANIZATIONAL

SURVEY QUESTIONNAIRE
(HONG KONG 1986)

Address:
Years in the firm:

Date:
No.:
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1. Ownership soleproprietorship. partnership. limited quotecl. limited unquuted.
others: _

2. Capital source: 100X Hong Kong. others: _

3. Firm status single independent. branch. headquarter.
others: _

[If BRANCH or HEADQUARTER. ask]
a. Number of plants of the firm
b. Locat.ion of these plants Hong Kong , China

others: _
------,

c. Functional divisions of these
plants (deseribe briefly)

d. (0-10) Decision making autonomy
of these plants

e. Employment size of these plants
f. Year headquarter or this branch

plant established
g. Other business areas of the fir:n: _

4. Year this firm established (if different from 3f):

5. Employment size of the firm this year staff I ~orker

6. in 1981 was staff ------, worker

7. Any purchase of new machinery since 81: NO.
YES. types and a~cunt spent:

8. Number of major products manufactured ------' in how many product lines ___



SURVEY QUEST[ONNA[RE: PART A (Continued)

12. a. % product developed by the firm
b. Total R&D expenditure as % of sales:
c. Type of product development effort

d. [s the product new to

13. New product development in the past
5 yeers

14. New product development under
consideration/planning

15. Number of formal departmental division:
which include (departmental names):

16. Has R&D and China Trade Department

17. Major organizational changes in the
past 5 years

18. (0-10) Extent of delegation of
management within the firm

19. a. Number of key decision makers
b. Their average age is

20. Hometown(s) of key decision maker(s)

PART B. MARKET[NG

21. Tutat s~les amount this year

imitation, adaptation, improvement,
innovation, others:
the firm, the sector, Hung Kong,
the world, others:

NO,
YES, details:

NO,
YES, details:

NO,
YES, number of people in R&D

number of people in China Trade

NO,
YES, details:

(HKS million)
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22. Change in sales growth rate since 81: 81/2 __ 82/3 __ 83/4 __

84/5 85/6 __

23. Factors causing such growth/change 1. 2.
pattern (in relative importance) 3. 4.

24. Market share of the firm in 1986 in China HK Overseas
in 1981 was China HK Overseas

25. Year market first established China HK Overseas
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SURVEY QUESTIONNAIRE: PART B (Continued)

[For firm HAS CHINA sales; If not, go to question 27]

marketer, trade firm,
100X foreign firm (in
100X HK firm (in
others:

~)

X)

others (spec~fy):

overseas, in HK)
overseas, in HK)

2.
4.

~)

~)

(

(

1.
3.

overseas
country)
buyer is a
buyer is a

[General overseas/KK sales linkage structure]
a. N~~ber of country traded
b; Names of countries and their

market share
c. The most important

buyer is in (which
d. The most important
e. The m~st important

26.

the most important buyer, the firm
others:

______ (or large, medium, small)
single independent, multi-locational,
multinational, others:

h. Share of the mo,t important buyer
in the respective country (26c)

i. Market distribution is by

f. Employment size of the most
important buyer

g. The most important buyer is a

j. Market strategy of the firm in
overseas (general) markets

[For firm has NO SALES to China]

27. a. Aware of China's sales opportunities NO,
YES, detai ls (what, where): ------

b. Why not trade with China
c. Previous attempts to tra~e with China: NO,

YES, details (what, where, why stopped):

d. (0-10) Perception to trade with China:
e. Reasons for 27d
f. Considera~ion of China's market NO,

YES, details (what, where, why where):

[If firm HAS CHINA SALES, refer the following questions (28 to 30) only to the sales
linkage system of the firm in CHINA, els~ to its overseas/HK sales linkage system]

Questions 28 to 30 (circle one): CHINA, HONG KONG, OVERSEAS

28. a. Reasons to trade with China/overseas
b. Number of pLaces (if China)/of

countries (if overseas) traded
c. List places (if China)/countries traded: 1.

(if overseas) and their ~ share 3.
d. Types of products sold in respective 1.

pLaces/countries 3.

X)
X)

2.
4.
2.
4.

X)
X)



SURVEY QUESTIONNAIRE: PART B (Continued)

28. e. Reasons sell to these places/countries 1- 2. -----
3. 4.

f. How the connections were m~de at the 1. 2.
beginning 3. 4.

g. Year first traded with these places/ 1- 2.
countries 3. 4.

h. Number of firms traded with in these 1. 2.
places/countries 3. 4.

i. Top buyer's sales in respective 1.. 2.
places/countries 3. 4.

j. The most important buyer to the fi rm
is in (whic~ ~lace/country)

Ie. Considerations of other places/ NO,
countries to trade but unsuccessful YES, details (where, why failed):

29. [The MOST IMPORTANT BUYER only]
a. Type of the most important buyer trade firm, manufacturer, others:
b. Contact (direct or indirect) direct, ind;re~t (via:
c. Its employment size _ (o=- t::=-ge, medium, small

relative to the industry)
d. It is a [for CHINA]: 100% China firm in China, 100% HK firm in China,

100% China firm in HK, 100% HK firm in HK,
others:

[for OVERSEAS]: 100X foreign firm overseas, 100% HK firm overseas,
100% foreign firm in HK, 100% Hie firm in HK,
others:

e. It is e [for CHINA]: state-owned, provincial-owned, city-owned,
county-owned, others:

[for OVERSEAS]: multinational, multi-locational (regional),
single independent

f. Extent of its distribution network:
g. How the connection was made at own initiatives (via:

the beginning counterpaft contact (via:
h. Reasons to trade with it
i. Difficulties/problems to establish

this link at the beginning
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30. [The MOST IMPORTANT BUYER only]
a. Frequency of orders (in past year):
b. Range and average size of orders
c. (0-10) Stability of orders
d. Number of change in most important

buyers since 1981
e. Reasons of changes (in 30d)
f. Difficultios/problems with current

most impJrtant buyer
g. (0-10) Sutisfbction of the current

most important buyer

Range __ to --' average size



SURVEY QUESTIONNAIRE: PART B (Continued)

30. h. Type of agreement ~ith the current: No agreement, simple (not enforceful),
m~st important buyer formal (enforceful) details:

others:
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i. Special attachments to agreement

j. Duration of the agreement
k. X product distributed by the firm
l. X product using firm's brandnames
m. Reasons for these arrangements

(30h to 30l)
n. (0-10) Assess firm's ability to

monitor market Qistribution/demand:
o. (0-10) Assess firm's strength in

bargaining marketing arrangements
p. Advantages/disadvantages of these

arrangements to the firm
q. (0-10) Assess these arrangements

on the firm's sales performance
r. Types of marketing efforts used

s. Marketing strategy in this market :

L. Development considerations in this:
market

NO,
YES, detai ls:

NONE,
YES, (what and how much spent):

No, deepening, widening,
others: _

NO,
YES, details (what, where, why where):

u. (0-10) Certainty of mArket development: ___

PART C. PRODUCTION AND SUBCONTRACTING

31. Major production processes in the firm

32. Type of machi~ery in use

33. Average age of the maehines in use

34. Type of production proce~ses

35. (0-10) Extent of automation

36. (0-10) Extent of production flexibility:

37. (0-10) Continuity of production flow

unit, small batch, large ~~t:h,

mass production, others:

38. Products/processes put out to other firms: NO (go to question 44 then PART D),
YES (next question follows)



SURVEY QUESTIONNAIRE: PART C (Continued)

39. Type(s) of work subcontracted out product _ p~ocess _
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40. Put-out work as X of total output produ~t (PD) , process (PC)

PD PC PD PC PD PC
41. Areal share of put-out work in 86

in 1981 was
42. Year first put out work to

China HK Foreian

China Ilk Foreian

[For firm HAS SUBCONTRACTING links to CHINA, else question 44]

43.
[General overseas/HK subeontrecting
a. Number of firms put ou' to
b. Major types of work put out
c. Nature of subcontracting work

d. The most important sv~contractor

is in (which country)
e. It is a
f. It is a

g. It's employment size
h. It is a

linkage structure]

product , process _
specialized, complement, concurrent,
others:

manufacturer, household, others: __
100X foreign firm in HK,
100X foregi~ firm overseas,
100X HK firm, others: __

single independent, multi-locational,
others:

i. It's share of put out work in the
respective places/locations

j. Technical support provided NO,
YES, type: _

[For firm has NO SUBCONTRACTING links with CHINA]

44. a. Aware of China's subcontracting
opportunities

b. Reasons not put out to China
c. Previous attempts to put out to

China

d. (0-10) Perce~tion of China as a
subcontracting partner

e. Reasons for 44d
f. Considerations to put out to

China

NO,
YES, where:

NO,
YES, details (what, where, why stopped):

NO,
YES, details (what, where, why where):



SURVEY QUESTIONNAIRE: PART C (Continued)

[If firm HAS CHIMA SUBCONTRACTING, refer the following questions (45 to 47) only
to the subcontracting linkage system of the firm in CHINA, else to its Hong Kong
or overseas subcon~racting linkage system]

Questions 45 to 47 (circle one): CHINA, HONG KONG, OVERSEA~
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NO,
YES, details (where and why failed):

45. a. Maj~r reasons to put out to
Chins/HK/Foreign as a whole

b. List places (if China)/countries (if
overseas) of subcontracting and their
X shares of China/overseas total
put-out amount

c. Type of work put out to the locations
in 45b

d. Nature of work put out to respective
locations (Innovations, R&D,
production, others)

e. Technical levels of work compared to
the firm (much complex, complex, same,
simplier, much simplier)

f. (0-10) Extent of product/process
specifications in respective locations

g. Reasons of selecting these locations

h. How the connections were made at the
beginning

i. Year first put out to these locations

j. Number cf firms put out to in these
locations

k. Top subcontractor's shares in
respective locations

l. The most important subcontractor to
the firm is in (which place/country)

m. , laces considered for subcontracting
before but unsuccessful

1
2.
3.
4.
1-
3. _
1. _

3.

1.
3.

1.
3.
1.
3.
1. _

3.
1.
3.
1.
3.
1.
3.

~)

~)

~)

~)

2. _
4. _

2. _
4. _

2. _
4. _

2.
I••
2. _
I,. _
2. _
4. _

2.
4.
2.
4.
2.
4.

46. [The MOST IMPORTANT SUBCONTRACTOR only]
a. The most important subcontractor is a factory, others:
b. Contact (direct or indirect) direct, indirect (via:
c. Employment size of the most important (or large, medium, small

subcontractor relative to its industry)
d. It is a [for CHINA]: 100X China firm,

100~ HY. firm in China,
Chins-HK joint venture (equity, cuntractual),
others:

[for HK/OVERSEAS]: 100~ KK/foreign firm (in HK, in overseas),
others:
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SURVEY QUESTIONNAIRE: PART C (Continued)

46•. e. I t is a [for CHINA]: state-owned, provincial-owned,
city-owned, county-owned, priv6te,
others:

[for HK/OVEHSEAS]: multi-national, multi-locational,
single independent, othe~s:

f. Extent of production network:
g. How the connection was first: own initi~tives (via:

established counterp6rt contact (via:
h. Rc=sc~; to put out to it
i. Difficulties/p~oblemsof establishing

this link at the beginning

----)

47. [The MOST IMPORTANT SUBCONTRACTOR only]
8. Frequency of orders (in past year)
b. Range and average size of orders
c. (0-10) Stability of orders
d. Number of change i~ most important

subcontractors since 1981
e. Reasons of changes (in 47d)
f. Difficulties/problems with current

most important subcontractors
g. Type of subcontracting [for CHINA]:

agreement
[for HK/OVERSEAS]:

h. Reasons for these agreements
i. Nature of subcontracting work

.j. Input arrangements by

Range __ to __, average size

industrial processing,
compensation trade, others:
NO, simple agreement (not enforceful),
formal (enforceful), others:

specialized, complement, concurr~nt,

others:
the firm, the subcontract~r,

others:
k. (0-10) Extent of local input

type/quality compared to the
l. Product/process design by

m. Labor arrangements by

n. Management arrangements by

and
HK firm

the firm, the subcontractor:, both,
others:
the firm, the subcontractor, both,
others:
~nc firm, the subcontractor, both,
others:

•

o. [if the above (47n) is by the firm]
number of people sent by the firm and
their positions

p. Technical arrangements by

q. [if the above (47p) is by the firm]
forms of arrangements

r. [for machinery transfer]
i. type of machinery transferred
ii. average age of those machinery

the firm, the subcontractor, both,
others:

machinery transfer, technical services,
technical training, others:



SURVEY QUESTIONNAIRE: PART C (Continued)
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47. r. iii. new or used machinery new, used
iv. machinery are made in (countries):
v. (0-10) complexity of use compared

to the HIC firm
s. [for technical services/training]

i. types of services/training
ii. number of people sent from HIC
iii. their positions are

t. Puration of above arrangements
(47m to 47s)

u. Considerations for further put out to: NO,
China/overseas YES, details (what, where, why where):

PART D. INPUT PURCHASES

48. Total input purchase cost in 1985

49. Number of major inputs

______ (HIC$ million)

50. List at least 3 major types of inputs 1 _
used and their X share of total input 2 _
cost 3 ~ _

51. Areal share of input cost in 1986:
in 1981 was:

52. Year first input from

It-hina Hie ForeiCln

China Hie Forl;!i em

[For firm HAS INPUTS from CHINA, else question 54]

53. [General overseas/HIC ir,put linkage structure]
a. Number of countries input from
b. Names of countries and their shares: 1.

of input C03t from Hie/Overseas 3,
c. Malor types of inputs from these 1.

locations 3.
d Reasons buy from th~s~ ~~v"tri~s

3.

X) 2. %)
~) 1;. %)

2.
4.
2.
4.

~. The most important supplier is in
(which country)

f. The most important supplier is a

g. The most important supplier is a

h. Its employment size

trade firm, manufacturers,
others:
100% HIC firm (in HK, in overseas),
100% foreign firm (in Hie, in overseas),
others:

(or large, medium, small
relative to its industry)



SURVEY QUESTIONNAIRE: PART D (Continued)

53. i. The most important supplier is a : multi-national, multi-locational,
single independent, others:

j. It's share of input in the respective country: ___

[For firm HAS NO INPUTS from CHINA]
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54. a. Aware of China input opportunities

b. Reasons not input from China
c. Previous attempts to input from

China

d. (0-10) Perception of China as an
input supplil!r

e. Reasons for 54d
fo Considerations to input from China

NO,
YES, details (what, where):

NO,
YES, details (what, where, why stopped):

"0,
YES, details (what, where, why wher~.:

[If firm HAS CHINA INPUTS, refer the following questions (55 to 57) only to the
the input linkage system of the firm in CHINA, else to its HK or overseas input
linkage system]

Questions 55 to 57 (circle one): CHINA, HONG KONG, OVERSEAS

NO,
YES, details (where and why failed):

55. a. Major reasons input from China/HK/
overseaG

b. Number of places (if China)/of
countries (if overseas) input from

c. List places (if Chin~)/countries (if
overseas) input from & their % shares

d. Reasons buy from these places

e. How the connections were made at the
beginning in respective locations

f. Y~ar first input from these locations

g. Types of inputs from these locations

h. Number of firms input from in these
locations

i. Top supplier's share in respective
locations

j. The most important supplier to the
firm is in (which place/country)

k. Considerations of other places/
countries to input from but failed

1.

3.
1.
3.
1.
3.
1

3.
1.
3.
1
3.
1.

3.

2.
4.

2.
4.
2.
4.

2.
4.

2.
4.
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SURVEY QUESTIONNAIRE: PART D (Continued)

b. Contact (direct or indirect)
c. Its employment size

56. [The HOST IMPORTANT SUPPLIER only]
a. The most important supplier is a

d. It is a

e. It is a

Chinese trading corporations,
trade firm, manufacturers,
others:
direct, indirect (via:
______ (or lerge, medium, small

relative to the industry)
[for CHINA]: 100X China firm in China,

100X China frrm in HK,
100X HK firm in HK,
others:

[for HK/OVERSEAS]: 100X foreign firm overseas
100X HK firm overseas
100X HK firm in HK
others:

[for CHINA]: st~te-owned, provincial-owned,
city-owned, county-owned,
others:

[for HK/OVERSEAS]: multinational, multi-locational,
single independent

f. Extent of its supply network
g. How the connection was made at

the beginning
h. Reasons buy from this supplier
i. Difficulties/problems to establish

this link at the beginning

57. [The MOST IMPORTANT SUPPLIER only]
a. (0-10) StabiLity of supply orders
b. (0-10) Supply reliability
c. Freque~cy of orders (in past year):
d. Range and aversge size of orders
e. Number of change in most important

suppliais since 1981
f. Reasons of changes (in 57e)
9. Difficulties/problems with current

most important supplier
h. Type of purchosing agreement
i. Reason of this type of agreement
j. (0-10) Assess the firm's abiLity

in monitoring input suppLy
k. Con.8iderations of future input

from China/HK/overseas

END OF QUESTIONNAIRE

own initiatives (via:
counterpart contact (via:

Range to , average size

NO
YES, detaiLs (what, where, why where):

Interviewer assessment (0-10)
Cooperation Sincerity Understand questions Depth of respon~e ___



NOTES

CHAPTER I

1. For a general understanding of the urban-based regional
development theories, see Hansen (1972a) and Richardson
(1978), for example. For the development of rural
oriented regional development theories, see Friedmann and
Weaver (1979), for example. A review of neo-classical
industrial location theory can be found in Smith (1981)
and Webber (1984). Hamilton (1974) and Toyne (1974)
provide a detailed understanding of the behavioral and
organizational perspective in industrial geography,
whereas Storper (198~) and Massey (1984) elaborate the
structural approach in industrial location research.

2. Hereafter in subsequent chapters, the following terms
will be used interchangeably: external economic
environment and external environment; interaction between
firms and the external environment and firm-environment
interaction; and relationships between firms and regions
and firm-region relationships.

3. For other definitions of industrial linkages, see Wood
(1969), Hoare (1985), Marshall (1979), and stewart
(1976).

4. Sales, input, and subcontracting constitute the core of a
firm;s production domain. The total operational sphere
of a firm also includes other types of linkages such as
investment and services linkages. See Marshall (1982),
O'Farrell and O'Loughlin (1981), Walker (1977), and
Britton (1974), for example.

5. The allocation of production to other establishments
within a mUlti-plant firm is commonly not considered as
SUbcontracting. UNIDO (1974, 6) defines subcontracting
as a relationship between a firm (contractor) and the
other (subcontractor) for the production of parts,
components, subassemblies or assemblies to be
incorporated into a product to be sold by the contractor.
Such a relationship may include the processing,
transformation or finishing of materials or parts by the
subcontractor at the request of the contractor. See also
~hapter II, note 12, for the difference between a firm
and an establishment.

6. For an understanding of some of the spatial and
structural characteristics of a linkage system, see
Beyers (1981), Moore (1972), and Dicken (1976), for
example.
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7. Of all the industrial linkaqe studies reviewed in most
major periodicals, only two-are related to developing
economies. These two studies are Choo (1981) in Malaysia
and Dias (1986) in Sri Lanka, respectively.

8. The entire territory of Hong Kong contains three geo
political divisions including Hong Kong island, Kowloon
peninsula, and the New Territories. China ceded the
island of Hong Kong and Kowloon peninsula to the United
Kingdom in respect of the Nanjing treaty in 1842 and the
Beijing treaty in 1860, respectively. The united Kingdom
further leased the New Territories for a 99-year period
in 1898 for defense purpose. Under the Sino-British
agreement in september 1984, China will resume its
sovereignty over the entire territory of Hong Kong (Hong
Kong Government 1984). For a description of the
transition of Hong Kong's political situation, see Dwyer
(1984) and Overholt (1985), for example.

9. Hong Kong Monthly Digest of statistics, December 1987, 1.

10. Handbook of International Trade and Development
statistics 1987; 426.

11. Derived from Hona Konq__R~yi~w of Overseas Tr~de; 1987,
83; Direction of Trade statistical Yearbook, 1987, 2-5,
223; Hone; r~(:TIg Monthly Digest of statistics, December
1987, 1; and Statistical Yearbook for Asia and the
Pacific, 1986-1987, 132-33.

12. The economic system of China comprises two major
components in terms of ownership; namely, state- and
collective-owned enterprises. For an understanding of
the organization and planning of China's economic
system, see Hare (1983), for example.

13. Since the founding of the People's Republic in 1949, the
course of China's econor.ic development has six major
stages: postwar re-construction (1949-1952); first five
year plan (1953-1957); the Great Leap Forward (1958
1960); post-leap retrenchment (1961-1965); the Cultural
Revolution (1966-1976); and post-Mao economic reform
(1977-present). For the emphases and patterns of
development at various stages, see Liu and Liang (1984,
12-27), Lippit (1987), and Tsao (1987, chapter two), for
example.

140 compiled from Shenzhen Special Economic Zone Yearbook,
1985, 52-53; Shanghai Economy 1983-1985, 129 and 179
203; Almanac of China's Economy, 1986, XI-16 and XI-18;
Guide to the Pearl River Delta Open Region, 53; Nakajima
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(1987); JETRO (1988); and Ross (1984).

15. For a description of the basic concepts of these spatial
and regional development strategies, see Feng (1983),
Huang (1982), Liu (1982), Wu (1984), Cai and Wu, (1988),
Jiang (1984), Ge (1987), and Yao (1984), for example.

16. Previous studies which provide limited understanding of
the loeational characteristics and behavior of Hong Kong
firms in China include Chai (1983), Lau (1983), and Ki
(1984).

CHAPTER II

1. The following paragraphs only aim to provide an
introductory outline of the key concepts related to the
scope of the study. For detailed elaborations of the
concepts described or discussed, please refer to those
related references listed in the main text or notes.

2. strictly speaking, growth centers are a type of
industrial agglomerations in that most of them are
planned industrial clusters with the purpose of inducing
development in the backward areas of a region.

3. For other classifications of center-hinterland linkage
systems, see Beyers (1974), Gaile (1979), and Rondinelli
(1985), for example. .

4. See Wood (1969) and Clark (1979), for exa~ple.

5. For a description of other major themes in industrial
geographic research, -see Wood' (1979',1980',' 1981, 1982),
Keeble (1979), and Pacione (1985).

6. The behavioral approach in industrial linkage research
concentrates on the relationship between spatial
perception and linkage incidence. See Barr and Fairbairn
(1978), McDermott and T~ylor (1976), Taylor and McDermott
(1977), Taylor and Hosking (1979), and Taylor (1982), for
example. See also Cyert and March (1963) for the
elaboration of a behavioral theory of the firm, and Toyne
(1974) for the behavioral approach in economic geography .

•
7. The term "environment" refers to the context under which

a firm operates. The environment of a firm comprises two
major components including internal and external. The
internal component is the operational domain under the
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control of a firm. The external environment is the
sphere that a firm,has little or no ability to influence.
For a detailed discussion of the nature and composition
of the environment, see Bilkey (~970), McDermott and
Taylor (1982), Steed (1971a), Emery and Trist (1965), and
Keys and Thrift (1980).

8. For the impacts of non-local firms on the long-term
development of host countries at the international level,
see Bergman (1972), Britton (1980, 1981), Goldsmith and
Vietorisz (1979), and Cunningham (1981).

9. See Taylor (1973) and Hoare (1978a), for example. other
studies employ physical distance as the basic unit of
analysis in which the specific regional characteristics
affecting linkage incidence are further concealed. See
Mulkey and Hagey (1987) and Wheeler and Park (1984), for
instance.

10. Interdependence is in fact one of the longstanding
concepts in regional and industrial geographic research.
Studies of interdependence{ however, are few and based
on macro-level interpretations (Beyers 1974, Clark
1981). with the exception of Fredriksson and Linkmark
(1979), Scott (1983a, ~983b, 1984), and Watt (1978),
interdependence studies in industrial linkage research
at the firm level are rare.

11. The regional economic structure in most studies on the
impacts of non-local firms is imbalanced and has a high
non-local content. For example, the proportion of
employment accounted for by non-local firms is 85
percent in Bristol, England Hillier 1985); 79 percent
in N~rthern Region, England (Marshall 1979); 91 percent
in Scotland, England (McDermott 1976); and 78 percent in
Appalachia, the united. States. (Klimasewski 1978) ....

12. A firm differs from an establishment in that the latter
represents only a legal entity Which, in the case of
mUlti-plant firms, does not necessarily ur.dertake
business decisions of its own (McDermott and Taylor
1982).

13. For a review of the behavioral-organizational approach
in industrial geographic research, see Hayter and Watts
(1983). For a critique of the approach, see Marshall
(1982) and Carr (1983). See also Bunting and Guelke
(1979), Rushton (1979), and Couclelis and Golledge
(1983) for a discussion of behavioral approach in
geography.
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14. For a review of the structural approach in industrial
geographic research, see Massey (1979, 1984), and
Storper (1981, 1985). For a critique of the approach,
see Sayer (1982, 1985) and Taylor (1986), for example.

CHAPTER III

1. Hong Kon9-in Figures, 1989.

2. Survey of Indust*.ial Production, 1986, 10.

3. jtconomic Reporter 1906:8-9.

4. Derived from Hong Kong Industrial Census 1973, volume I,
part II, 5 and Survey of Industrial Production, 1986, lO
ll.

5. See Economist Intelligence unit (1983), for example.

6. Hong Kong Review of Overseas Trade, 1978, 19; and Hong
Kong Review of Overseas Trade, 1986, 25.

7. Derived from Hong Kong Trade Statistics: Exports and Re
exports, 1981 and 1986, annual supplements; and Hong Kong
Trada statistics: Imports, 1981 and 1986, annual
supplements.

8. The commodity group of miscellaneous manufacturing
articles (SITC 89) is excluded in the analysis because
most of the commodities in this group are unrelated to
the three industries under investigation.

9. The import of apparel.articles from China· contained
approximately 83 percent of completed garments. All the
commodity categories in this group (SITC 84) are
considered as completed garments except 845918, 845938,
845958, 845978, 845998-9, 847194-~, 848219, 848222, and
848480. For a complete description of these commodities,
see Hong Kong Trade Statistics: Imports, 1986, annual
supplement, 45-47.

10~ The total export of telecommunication equipments (SITC
764) to China in 1986 contained approximately 86
percent of semi~manufactures, whereas the. import of
the same commodity group from China comprised about 40
percent of finished goods. Commodity categories with
the SITC codes of 764900 to 764999 are considered as
semi-manufactures.
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11. See especially the section on provincial foreign
economic relations and trade.

12. The import and export statistics in the various editions
of the Almanac of China's Foreign Economic Relations and
Trade were compiled by the Ministry of Foreign Economic
Relations and Trade (MOFERT). MOFERT's statistics
differ from those of the China CUstoms Administration
because of their differences in data compilation
(Hishida 1984, Clarke 1987). Although MOFERT's
statistics are not as comprehensive as those of Customs,
they provide the only source of d~ta for examining the
spatial relationship in trade between Hong Kong and all
provinces in China.

13. Derived from Guangdong statistical Yearbook, 1986, 305
306 and 309; and Almanac of China's Foreign Economic
Relations and Trade, 1986, 203.

14. Guangdong Statistical Yearbook, 1986, 305-306, With the
assumption that 90 percent of the exports related to
foreign investment involve industrial and mining
commodities.

15. Air cargo accounted for a very small portion of cargo
movement between Hong Kong and China. In addition,
commodity composition of air cargo between the' two areas
is not available. The estimations were therefore based
on the combined tonnage of rail and sea cargo only.

16. Of other textile commodities, railways accounted for
approximately 27 percent of textile yarn and fabrics and
28 percent of textile fibers exported to, and about 15
percent of textile fibers imported from China.
Estimations were based on Hong Kong Trade statistics:
Exports and Re-exports, 1985, annual supplement; Hong
Kong Trade statistics: Imports, 1985, annual supplement;
Hong Kong Shipping Statistics, 1985; Hong Kong Monthly
Digest of Statistics, April 1986; and unpublished
statistics by the Shipping Statistics Section, Hong Kong
Census and Statistics Department; and by the Kowloon
Canton Railway Corporation, Hong Kong.

17. Road accounted for 21.7 percent and 32.8 percent of Hong
Kong's total outgoing and incoming cargo tonnage with
China in 1985, respectively (Derived from Hong Kong
Monthly Digest of Statistics, April 1986, 46).

18. In 1985, Shanghai and Jiangsu accounted for 30.0 percent
and 24.4 percent of China's gross value of output in the
textiles and garments industries, respectively (Derived
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from China's statistical Yearbook, 1987, 274).

19. For a description of varioQs forms of foreign investment
in china, see Kemp (1987), 33-37, for example.

20. The listings contain the following information regarding
an equity joint vanture agreement: name and location of
the venture, names of Chinese and foreign parties,
scope of business, total amount of intended investment,
equity ratio of foreign party, amount of intended
investment by foreign pa~y, length of cooperation, and
date of approval.

21. For a general overview of China's investment in Hong
Kong, see FUruhashi (1986) and Far East Economic Review,
June 23, 1988, 64-6. For a list of China's companies in
Hong Kong, see Chan (1987). '

22. Economic Reporter 1917:9; 2065:4-6; 2066:17; 2070:9.

C~.PTER IV

1. Derived from Survev of Industrial Production, 1986, 27
29. Size categories: small (0-49 persons), medium (50
499 persons), and large (500 and more persons).

2. It was found during the two pilot surveys that female
interviewers had a higher successful rate in gaining
access for interviews. Therefore, in order to increase
the response rate and to ensure safety in the f~eld, the
research team comprised three two-person groups with one
female and one male interviewer each.

3. Previous studies reviewed include Espy (1970), Richards
(1979), sit (1977), and Sit, Wong, and Kiang (1979).

4. Of the forty-eight firms excluded from the analysis,
twenty-four were not manufacturing products which are
within the domains of th~ three studied industries at the
time of survey. The exclusion of the other twenty-four
firms was due to their unreliability after detailed
analysis of corresponding questionnaires.

5. There were fifteen sectors at the four-digit ISIC level
in the t~ree studied industries not represented in the
survey sample. These fifteen sectors include cotton
spinning (3250), wool spinning (3251), texturizing
(3258), ,silk weaving (3262), man-made fiber weaving
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(3268), weaving of other materials (3269), wool knitting
(3271), other knitting (3272), gas mantle (3273), hosiery
(3274), carpets and rugs (3294), cordage, rope and twine
(3295), and textile not else classified (3299),
electrical industrial machinery and apparatus (3840).
Together these fifteen sectors had a total of 792
establishments in 1986. Figures in parentheses are ISIC
sector codes.

CHAPTER V

1. British commonwealth countries that surveyed firms trade
with include India, Pakistan, Papua New Guinea,
Australia, and New Zealand.

2. The selection of the nine criteria was also based on the
completeness of related information from survey
questionnaires.

3. Size categories: small and medium (0-499 persons), and
large (500 or more persons). The use of overall firm
size in Hong Kong was due to the inability of most
respondents of large firms in providing a detailed
picture on their overall firm size. Since the majority
of small and medium-sized firms are single-plant firms,
the overall firm size in Hong Kong can be considered as
an unbiased proxy to the overall size of surveyed firms.

4. Classification criterion: firms with at l~ast one branch
plant engaged in manUfacturing activities overseas,
inclUding associated or subsidiary companies but
excluding sales offices.

5. Classification criterion: long history (20 or more
years), and medium to short history (O~19 years). The
selection of these two classes was based on an
examination of the frequency distribution of the length
of establishment among surveyed firms.

60 Classification criterion: firms having more than 50
percent of their sales accounted for by overseas markets
are considered as oriented to overseas markets.

7. Classification critierion: firms that are oriented to
overseas markets and have more than 50 percent of their
overseas sales transacted through intermediate agents are
considered as passive in overseas marketing arrangements.
Intermediate agents do not include those trading firms
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that belong to the focal firm or its ultimate buyers.

8. Classification criterion: firms that are oriented to
overseas markets and have more than 50 percent of their
overseas sales in which the immediate buyers are located
overseas are considered as capable of selling directly to
overseas.

9. Classification c~iterion: firms that are oriented to
overseas markets and have overseas marke~ing efforts
such as advertizments, company visits, trade fair
participations are considered as active overseas
ma=keting efforts.

10. The classification of high, medium, or low value-added
was based on a detailed tabulation of the prices among
surveyed firms in respect of individual products they
manufactured. In those cases that a firm has more than
one product, the price of its key product w&s used.

11. Classification criterion: firms that have more than 50
percent of their major product development efforts
originated by themselves are considered as having
indigenous product development capability.

12. Chi-square test is used to examine the significance and
the strength of relationship between two frequency-based
variables. Two variables are statistically related when
the derived Chi-square value is larger than the
corresponding value in the Chi-square table at certain
degrees of freedom. The strength of the relationship is
reflected by the statistic of Cramer's v or contingency
coefficient. The range of these two statistics is from
o to 1. The closer the statistics to 1, the stronger is
the association between the tWQ variables (Welkowitz,
Ewen, and Cohen 1976)-.-- -

13. The foreign countries in which surveyed local firms
have branches include Macau, Taiwan, China, Philippines,
Thailand, Malaysia, Singapore, Sri Lanka, Japan,
Ireland, Canada, and Africa (name of country
unreported) •

14. For a general understanding of the structure for foreign
trade between Hong Kong and China, see Beckett (1985);
Fung et al. (1984), 109-170; China's Foreign Trade
corporations and Organizations 1983; and Guide to
ForQign Economic Relations and Trade in China: Import
and Export Trade Issue.
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15. Almanac of China's Economy, 1986, X45-X49, and Ross
(1988).

16. For a detailed description of the organization of these
channels, se~ Kemp (1987), 38-42 and China Investment
Guide, third edition, for example.

17. See chapter VI, note 19, for the definition of Chinese
factories with or without Hong Kong.participation.

CHAPTER VI

1. Since a firm can interact with several countries for
sales, input, and subcontracting: the key link of a firm
can either be in China or other countries. In" the case
that China is not the most important country of
transactions or the top Chinese transaction counterpart
is not the key link of a firm in respect to the entire
linkage system concerned, the most important link in
China is called first non-key (first with respect to
China, non-key with respect to the entire system) link.
A firm does not have a first non-key link (with respect
to the respective linkage system in China) when the most
important link in China is also the key link (with
respect to the entire linkage system) of that firm. In
addition, the key link of a firm is interchangeably
referred to as the first link (with respect to the entire
linkage system concerned) of a firm in this chapter and
chapter VII.

2. Of the fifty-four firms subcontracting to 'China, two
are engaged in contractual joint venture, five in
compensation trade, and forty...seven in sUbcontracting·
(processing and assembly). Since all their activities
are of subcontracting nature regardless of the form of
industrial cooperation, the following analyses therefore
consider all these link~ges as SUbcontracting linkages.

3. The distribution of market share of China among surveyed
firms is as follows:

•

Marke";; share
of China (%1

o - 20
21 - 40
41 - 60
61 - 80
81 - 100

Number of
surveyed firms

20
4
2
3
1
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4. The commodity composition of sales linkages among
surveyed manufacturers, in terms of the dominant
commodity or service sold to China by a firm, includes
outergarments (3), denim cloth (1), textile labels (3),
hosiery (1), bleaching and dyeing (2), textile yarn (1),
hotel electrical and electronic equipments (2), computers
(2), electrical and electronic parts (7), electrical and
electronic measuring equipments (1), and consumer
electrical and electronic appliances (6). Figures in
parentheses are the number of surveyed firms selling the
respective commodities or services to China.

5. Shenzhen is a city located at the border between Hong
Kong and China (Figure 1). It is a major passenger
transit point between Hong Kong and China and a major
area of concentration of Hong Kong's investment in China.

6. Two of the surveyed-electronic firms transacting directly
with their counterparts in China are the Hong Kong
subsidiaries of foreign multi-national corporations. One
of them sells directly to the joint venture established
by its parent company in Beijing while the other deals
directly with a designated trading corporation under the
arrangement of its parent company in Canada.

7. The locations of the fifty-two equity joint venture
agreements in hotel construction during 1979 to 1986
listed iu various editions of the Almanac of China's
Foreign Economic Relations and Trade include Beijing
(12), Tianjin (6), Shanghai (3), Dalian (3), Hanzhou (3),
Ningbo (1), Xiamen (3), Fuzhou (4), Zhangzhou (1), Lushan
(1), Qingdao (1), Guangzhou (1), Shenzhen (5), Sanya (1),
Baoan (1), Guilin (1), Beih~i (1), Guiyang (1), and
Xining (1). Figures within parentheses are the number of
hotels in respective locations. All the abovementioned
locations are cities except Lushan(Jiangxi province) and
aaean (Guangdong province). The location of one of the
fifty·-two agreements is unreported.

8. The two surveyed firms transacting with hotels are all
active in marketing their products to other hotels in
China. One of them has its salesmen in China and the
other indicates good business relationship with its
Chinese buyers. Besides Beijing, these two firms also
have sales linkages in Guilin and Northeast China. -

9. The locational preference of multi-national firms in the
political and economic centers of a host country is also
indicated in a number of studies, see cunningham (1981)
and Blackbourn (1982), for example.
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10. See chapter VI, note 6.

11. The distribution of input share of China among surveyed
firms is as follows:

Input share
of China (%l

o - 20
21 - 40
41 - 60
61 - 80
81 - 100
unreported

Number of
surveyed firms

39
14
12

6
o

16

12. The commodity composition of input linkages among
surveyed manufacturers, in terms of the dominant type
of materials input from China by a firm, includes raw
cotton (8), wool (3), textile yarn (13), textile fabrics
except those made of silk (13), silk and silk fabrics
(12), electrical wires (5), electrical and electronic
components (7), chemcials and materials for printed
circuit boards (6), and batteries (1). Figures in
parentheses are the number of firms inputinq the
respective materials from China.

13. A further delineation of the association between these
China-linked trading firms and various designated
trading corporations cannot be made because of data
limitation. In addition, survey data indicate that
there are a few trading firms associ~ted with sino
foreign joint ventures in China. But since this type
of trading firms is few in number, the study combined
these firms with those linked to various designated
corporations as a group i.n subse~~ent analyses.

14. Based on the responses and open discussions with
surveyed manufacturers. practically, the minimum
purchasing requirement of China's input is in part due
to the economies associated with transportation
arrangements. Officials of the Kowloon-Canton Railway
corporation indicate that there is a minimum volume
requirement, usually in terms of half or an entire
wagon, for cargo transportation by rail.

15. In 1986, China had a trade deficit in the following
textile commodity groups with Hong Kong: fabrics of man
made fibers (653), knitted or crocheted fabrics (655),
tulle lace embroidery (656), and special textile fabrics
(657). Figures in parentheses are SITC codes. Derived
from Hong Kong Trade statistics: Exports and Re-exports,
1986, annual supplement; and Hong Kong Trade statistics:
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Imports, 1986, annual supplement.

16. Derived from China Urban statistical Yearbook, 1987, 117
and statistical Yearbook of China, 1987, 274-5.
Calculation does not include the GVIO of the counties
under the administration of these cities.

17. statistical Yearbook of China, 1987, 174.

18. The subcontracting share of China among surveyed firms,
in terms of the proportion of total output of surveyed
firms, is as follows:

subcontracting share
of China (%)

o - 20
21 - 40
41 - 60
61 - 80
81 - 99

100
unreported

Number of
surveyeci fi.rms

29
11

2
1
2
5
4

19. Since some of the respondents do not have a clear idea
regarding the ownership status or the org~nizational

affiliation of their subcontractors in China, the
classification of the three subcontracting channels is
based on a combined synthesis of the characteristics of
linkage contacts and the transactional arrangements
between associated firms. Factories with Hong Kong
participation include wholly Hong Kong-owned firm, Hong
Kong-China joint ventures (equity and contractual), and
those with Hong Kong factories or firms as agents taking
in subcontracting work. Factories affiliated with
various designated trading corporations include those
linked to or introduced by those designated
corporations. Factories without any affiliation include
those in which the establishment of linkages are based
solely on personal and social relationships. It is
possible that some factories classified as unaffiliated
may also have relationships with various designated
trading corporations, but an examination of survey
information indicates that this situation is uncommon
among surveyed firms.

20. For a general understanding of the background and the
rationale of the Multi-Fiber Agreement, see Aggarwal
(1985) and Tussie (1987).

21. In terms of the extent of work done, subcontracting can
be classified into two basic types inclUding product and
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process subcontracting. Product subcontracting refers
to the subcontracting of all actual manufacturing
processes of a product, whereas process subcontracting
relates to putting out part of the actual manufacturing
processes. Actual manufacturing processes refer to all
operational procedures except those at the preparation
stages such as product research and design, and those
of shipping and marketing. For example, the actual
manufacturing processes of a garment product include all
production procedures from cutting to packing. A
product is defined here as a good which is fully formed
for final consumption. The subcontracting of semi
manufactures for intermediate consumption, for example
the production of knitpieces, is considered as process
subcontracting in this study.

22. Most peopl~ in Hong Kong are first or second-generation
Chinese originated mainly from Guangdong, especially
from the Pearl River Delta. For the background and
recent patterns of migration from China to Hong Kong,
see Skeldon (1986).

23. Derived from Guangdong statistical Yearbook, 1987, 166
167.

24. See Shenzhen Special Economic Zone Yearbook, 1985, 32.

25. Derived from Guangdong Statistical Yearbook, 1987, 168-169.

26. Nanfena Ribao, February 1, 1987; Economic Reporter
2035:30.

27. Renmin Ribao, August 14, 1988.

28. For a discussion of the definitions and spatial
organization of Chinese cities,see Zhou (1988). For a
description of the settlement system in the Pearl River
Delta, see Xu and Wu (1988).

29. Trade fair has long been a major means of China in
promoting exports. For the recent development of
China's trade fairs, see Sensenbrenner (1987).

CHAPTER VII

1. The original measure sought to disclose the fre~~ency of
change of a firm's key transaction counterparts during
1981 to 1985. But since only a few respondents can

------- ------ ~- -
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provide an accurate count, the presence or absence of
change was used as a substitute for measuring the
stability in linkage connections.

2. See Knudsen and Parnes (1975), CUddy and Valle (1978),
Massell (1970), and Lin and Ho (1979) for a general
discussion of various instability measures.

3. In order to enable comparison with Hong Kong's linkage
system in China, the calculation of the diversity of Hong
Kongis overseas linkage system is based on a country-by
country basis as a firm can trade with more than one
countries abroad.

4. The relationship between the extent of linkage diversity
and the sales volume of surveyed firms (using the size of
a firm and the share of individual markets as proxies) is
found insignificant. The results based on key links are:

China's sales linkage system : r=0.54 (P>O.05)
Overseas' sales linkage system: r=0.04 (P>0.05)

5. The greater instability of centrally-planned economies in
sales transactions with other countries is also found in
a number of studies: see Athukorala and Huyr~ (1987), 75=
80, for instance.

6. Of the ten firms with direct sales linkages in China,
seven initiated the contacts first among which five have
either their China trade department or salesmen in China.

7. An analysis of the brokers' and annual reports of several
publicly quoted manufacturers indicates the existence of
a strong marketing-production interdependent relationship
between these firms and their overseas buyers. In some
cases, Hong Kong manufactUrers and their -overseas buyers
cooperate in product and market development. The
presence of an interdependent relationship between Hong
Kong manufacturers and their overseas buyers is also
discernible in a number of medium and small-sized firms
in the survey.

8. Based on the brokers' report of this company.

9. Derived from Hong Kong Trade Statistics: Exports and Re
exports, 1977, 1982, and 1985, annual supplements; Hong
Kong Review of Overseas Trade, 1977, 1982, and 1985; and
Survey of Industrial Production, 1977, 1982, and 1985.

10. See chapter V, page 120-125.
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11. Since tbe manufacturing of a product can involve
numerous input items, the calculation of input linkage
diversity therefore considers only ~he suppliers of
major material items in order to provide a more
representative index for comparison among sectors and
segments. For example, the input linkage diversity of
garment firms is based only on the suppliers of various
types of fabrics. Suppliers of auxiliary inputs such as
threads and buttons are excluded.

12. China accounted for 77.8 percent of the world export's
of silk (SITC (Rev.2) 261, 261.3 and 261.4) in 1982 with
twenty-three western economies (Derived from World Trade
Annual, 1982, 216-217).

13. The stability in impulse transmission through input
linkages at the micro-level cannot be derived because of
an editing error in the questionnaire which was not
discovered until the later stages of the survey. Given
the qualitative information obtained in the question
naire and detailed contextual analysis of each case,
however, the lack of micro-level measures did not
significantly affect the results of the analyses.

14. Derived from statistical Yearbook of China, 1981, 210
and Statistical Yearbook of China, 1987, 268. The
calculation was based on 1980 constant prices. GVIO
excludes those output value at or below village levels.

15. See chapter VI, page 152-156.

16. Qualitative responses such as "manylr were excluded from
the calculation. Therefore, the extent of subcontracting
linkage diversity of Hong Kong households shown in Table
4.0 is slightly under-represented as a number of
responses in this category are "many".

17. Derived from Hong Konq Annual Digest of statistics,
1986, and statistical Yearbook of China, 1987, 680.
Exchanged rate: US$ 1=HK$ 7.80=Rmb 2.75.

18. The magnitude of subcontracting transactions, in HK$
million, is categorized into five classes: <=0.001,
>0.001-0.005, >0.005-0.01, >0.01=0.05, >0.05. Since the
last class is open-ended, the figures shown in Table 41
are for comparison purpose and cannot be interpreted
directly. The average transaction volume described ~n

the main text was based on close-ended responses. A
total of sixteen cases was included in the calculation.
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19. The frequency of subcontracting transactions in terms of
the number of transactions in the year of 1985 (or in
the year prior to the interview) is categorized into
five classes: 1-2, 3-4, 5-8, 9-12, >12. Since the last
class is open-ended, the figures shown in Table 41 are
for comparison purpose and cannot be interpreted
directly. The average transaction frequency described
in the main text was based on close-ended responses. A
total of twelve cases were included in the calculation.

20. Of the 335 surveyed firms, only sixty manufacture two or
more than two products.

21. The Multi-Fiber Agreement restricts only the ~~antity

but not tue values of textile and garment commodities
exported from one country to another. As a result,
increasing the values of those restricted commodities is
a common means for firms engaged in exports to maintain
their sales turnovers.

22. A more accurate measure of product sophistication would
require a detailed and comprehensive set of indicators
(see Bhalla and Flutman (1985) and Souder and
Shrivastava (1985), for example). Given the nature of
the research and the time constraint of an interview,
the study confines itself to the use of a simple
classification scheme. Respondents were asked to
compare the level of product sophistication of the work
put out to their subcontractors with those in their
factories in five ways: much simplier, simplier, same,
complex, and more complex. Since the questionnaire also
inquired the respondents on the basis of their
assessments, in addition to an examination of the
product and production characteristics of surveyed
firms, the comparison can be considered as adequate for
the purpose of the study.

23. See chapter VI, note 2.

24. Technical-managerial services include quality control,
engineering, maintenance, and management.

25. Economic Reporter 2035:30, and Guangdong Statistical
Yearbook, 1987, 329. Both figures refer to the impacts
of all subcontracting linkages, including those from
foreign countries, on Guangdong. Since more than 90
percent of subcontracting linkages are from Hong Kong,
no adjustment was made in the main text for the entire
section as to the exact magnitude of the impacts of Hong
Kong's subcontracting activities on Guangdong province
(Economic Reporter 2073:45, 2071:42; Renmin Ribao, May

---_. - -- ... - ... _---
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25, 1988).

26. Derived from Guangdong statistical Yearbook, 1987, 345.

27. Renmin Ribao, August 14, 1988.

28. ~anfeng Ribao, November 26, 1987.

29. Renmin Ribao, August 14, 1988.

30. Renmin Ribao, February 4, 1988.

31. Derived from Guangdong statistical Yearbook, 1985,
383; 1986, 440; and 1987, 480.

32. Hong Kong Business Today 5(1985):19.

33. On the nature of subcontracting, special subcontracting
refers to the subcontracting of certain products or
processes such as electroplating which can only be done
in a limited number of firms in an industrial system.
Complement s~.~~ntracting relates to those put out work
which augments the existing output mix of a firm.
Economic subcontracting involves those activities
utilizing lower factor costs of production available in
other firms. Subcontracting with an ephemeral nature
due to insufficient capacity of contractors at peak
season or rush order is concurrent subcontracting. See
UNIDO (1~74), Germidis (1980); and Asian Productivity
Organization (1978) for a description of different t~~es

of subcontracting activities.

34. Derived from Survey of Industrial Production, 1979, xi;
1986, 10.

CHAPTER VIII

1. Based on an examination of the listings of equity joint
venture agreements during the period 1979 to 1986
published in the Almanac of China's Foreign Economic
R~la~ions and Trade, 1984 to 1986.

2. Most of the large electronic firms in Hong Kong do have
their own product development capability. But since they
are the subsidiaries of foreign corporations, their
product development efforts are not considered as
indigenous from the perspective of the study.
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3. For the concerns on the development of the mountain areas
in Guangdong, see Lu et al. (1988) and Economic Reporter
2024:38.

4. Nanfeng Ribao, February 20, 1987.

5. For a discussion of the concept 0f actual and potential
contacts, see Hoare (1978b).
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